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A N

I N a U I R Y
INTO THE

PRINCIPLES OF POLITICAL OECONOMY.

BOOK III.

OF MONEY AND COIN.

P A R T II.

THE PRINCIPLES OF MONEY APPLIED TO TRADE.

C H A P. I.

Confequsnces of impojing the Price of Coinage^ and the Duty of

Seignorage upon the Coin of a Nation^ fo far as they affeSi the

Price of Bullion^ and that of all other Commodities.

THE political oeconomy of modern ftates is fo involved with

the interefts of comm<2rce, that it is neceflary at every ftep

we make, to keep in our eye the combinations which arife from

that quarter.

Whatever tends to fnnplify an intricate theory, greatly aflifts the

mind : dividing this book into tY\^o parts, feems, as it were, dividing

the burden it has to carry : the principles already deduced may there

ripen by a fhort paufe, and the analogy of the matter v/hich is to

follow in the fecond part, where new combinations are taken in,

will recall them to the mind and fix them in the memory.

VOL. II. B I am



2 AN INQUIRY INTO THE PRINCIPLES EookIILP.2.

intricacy of I am now to examine one of the nicefl principles in the \vhoIe
this fubie6>. ^|Q(C^^,^j^g ^f money, to wit, the effeds of impofnig the price of coin-

age, and the duty of feignorage upon coin.

When this queilion is confidered in relation to all the combina-

tions which arife, i. from the nature of coin confidered as a metal,

and at the fame time as a money of accompt ; 2. from the influence

this duty has upon the price of commodities ; and 3. from the im-

pofuion of; afFe6ting, direSily, the nation which lays it on, and aU

other nations trading with it occaftonally. when all thefe com-

binat-tons are taken together, I fay nothing will be found more dif-

ficult than to reduce this queftion to a diftindl theory.

What I have to fay upon it has found a place in this inquiry, ra-

ther with, a view to fuggefl ideas to men of a better capacity, tharL

from the hopes of fatisfying my readers in every particular.

Recaprtuk- I have faid, that gold and filver are commodities merely like

Sslpie™^ every other thing. I have fhewn the utter impoffibility of their

being a fcale, or an invariable meafure of value. I have obferved

that their being made into coin (among trading nations) has not the

€fFe(5t of rendring them lefs a commodity than they were be-

. fore, except fo far, as by that operation every piece, inftead of

being valued by its own weight, comes to be in the mean proportion

of all the pieces which compofe the currency: and I have Ihewn

how the operations of trade are capable to fift out and eftablifli this

mean proportion, in fpite of very great irregularities. Thefe are

the principles laid down in the firfl part, which we mull keep in

our eye while we examine the queilion.

Since gold and filver, then, are commodities like every other-

thing, the invariable fcale of value mull meafure them as well as

every other commodity, and money of accompt mull be confidered

in no other light, than as a fcale for expreffing the proportional

value of grains of metals, yards of fluffs, pounds of wares, bufhels

of grain, or gallons of liquors. In this viev/, when we mention a

: hundred pounds, it is jufl as proper to confider this value relatively to

the meafure of any merchandize, as to the metalic meafure of the-

coin..



Chap. r. OF POLITICAL OECONO MY. 3

coin. Every merchandize, when confidered by itfelf, fhould be

meafured by its own meafure, gold by grains, liquors by gallons,

wheat by bufhels, &c. The denominations of pounds, fhillings,

and pence, are only neceflary for reducing all other forts of weights

and meafures to an equation of value. This is what is underflood

by the univerfal fcale of proportional value. I think this idea is

fufficiently clear.

Let us now fuppofe a country where the invention of coin is not Thefirft ia-

known, and where a yard of cloth of a certain quality, is com-
of°coiMge

monly fold for 100 grains of either filver or gold, no matter which, ""f^
'nake

The flate falls upon the invention of coining, the conyeniency of

which every body underllands. This coinage, I fuppofe, cofls

2 per cent. Coin is introduced, and commodities are ordered to be

bought with it. I afk, what efFeft ought this revolution to prO"

duce upon the price of the cloth, according to flri6t theory, and with-

out taking in any other combination of circuraflances ? I anfwer,

that the cloth ought in reafon to fall 2 per cent, that is, that the

price of a yard ought to be a coin of 98 grains. Here is the reafon

:

He who formerly had the 100 grains, had the value of the yard of

cloth, and could change the one for the other when he would.

Now he has the 100 grains, but he mull give two grains to have it

coined, before he can buy ; becaufe after this invention people wlU

not trull to the weighing of private people, nor to the purity of t!ie

metals ; but they will believe, upon the authority of the framp,

that in every piece a certain number of grainf^, of the fine inetal is

contained. He, therefore, who has a coin of c/8 grains, comes to

the merchant, and oiTers him his coin for his yard of cloth ; the

merchant demands a coin of 100 grains, fays the other, tliefe 98

grains which I give you in coin, cofc me two grains to have tlicir

weight and finenefs afcertained ; and if you refufc to repay me for

what I have paid for this manufafture which I offer you for your

cloth, I may with equal reafon refufe to pay you for what you paid

for weaving your v/ool into cloth. Now fince I, in buying your

cloth, mull pay the weaver, fo you, in buying my piece, mull pav

B 2 . tlie
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the mint. The merchant, convinced by this reafoning, takes the^

piece, and as it circulates from hand to hand, every commodity

given in exchange for it, mull fall 2 per cent, relatively to the

grains of metal it v^as worth before.

ConrequcQ- Farther, if by the laws and cufloms of a country, coin is abfo-

exciufive lutcly neccflary for buying and felling, this coin muft be had ; and
piiviiege of

^f there be but one perfon who can make it, the price he thinks fit
comagq. ^ ^

to demand for it is the only meafure of the value of fabrication.

The grains of the metals, therefore, in the coin, mull rife in their

proportional value to yards of cloth, and to gallons of liquor, in

proportion to the cofl of coinage, as the pounds of wool and filk

muft rife in their value in proportion to their manufa6ture.

From this it follows, that fince the value of coin mufl rife in pro-

portion to every commodity, it mufl alfo rife with refpe6t to the

metals it is made of, jufl as wool manufadured rifes with refpecft

to wool which is not manufaftured.

Now let us fuppofe that a Prince finding that he has the exclufive

privilege of making coin, Ihall raife his price of coinage to 8 per

€etit. what will the confequence be ?

The firfl confequence of this will be to deftroy, or at leafl to per-

plex the ideas of his fubjedls with regard to coin, and to make them

believe, that it is the ilamp, and not the metal which conflitutes

the value of it.

The next confequence will be, to reduce the price of the yard of

cloth, which was worth 1 00 grains of metal before the invention

of coinage, from 98, where it flood, to 92. Now let us fuppofe that

this country, v^^hich we fhall call (F), is in the neighbourhood of

another which we fhall call (E), where there is both cloth of the

fame quality, and coin of the fame weight and finenefs, which

cofls nothing for the coinage. In the country (E), Cctteris paribus,

the yard of cloth muft be fold for 1 00 grains, as it fold formerly in

the country (F) before the coinage was impofed. If the country

(F) wants the cloth of the country (E), the cloth they demand muft

coft (F) 1 00 grains the yard. If the country (E) wants the cloth

.1 of
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of the country (F), this cloth will alfo coft 100 grains ; becaufe to

procure a coin of 92 grains of the country (F), (E) mull pay 8 grains

for the coinage, which raifes the price of the cloth to 100 grains.

Let us now fuppofe, that for a certain time the country (F) has A wrong ba-

abfolute occafion for the cloth of the country (E). The merchants trade raifes

of (F) who carry on this trade, mult fend bullion to (E) to pay for 'Reprice of
^ ^

.

^ V y r y bullion to

this cloth. But the merchants of the country (F) who deal in bul- the value of

lion, perceiving the ufefulnefs of it for this trade, will then raife
"^"'"^

the price of the 100 grains of it above the 92 grains in coin (the

common market price of bullion before this trade was known) and

according to the demand made for the foreign cloth, the bul- '

lion will rife in the country (F), until 100 grains of it become

exaflly worth 100 grains in coin. The bullion can never rife

higher ; becaufe at that period, the coin itfelf will be exported for

bullion •, and the country of (E) will accept of 1 00 grains in their

coin as willingly as in any other form. Nor will it ever fall lower

than 92 grains ; becaufe the mint in the country (F) is always ready

to give that price for all the bullion which is brought to be coined.

Here then is a cafe, where the coin is made to lofe all its ad-

vanced price as a manufacflure, and this is owing entirely to its

being a metal as well as a money of accompt.

Now as the coin has loft this additional value, by a circumftance

purely relative to itfelf as a metal, there is no reafon why other mer-

chandize fhould link in value along with it.

The confequence, therefore, of this revolution ought to be, that and oughr

as the merchandize, bullion, has got up 8 per cent, with regard to the poSonatiT

coin, and as the price of all merchandize aught to be in proportion ^^^ P'"''^^ '^^

to the grains of bullion to which- that price amounts, the revolution didesv

having annihilated the 8 per cent, advance upon the coin, ought to

have the fame effect with refpe6l to prices as if coinage were given

gratis, as in the country of (E) ; that is, the yard of cloth ought at

this time to coft, in the country of (F), 100 grains, either of coin or

bullion, lince they are of the fame value.

Farther, '
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Farther, in proportion as this demand for bullion comes to dimi-

nifli, that is to fay, in proportion as the balance of trade becomes

lefs unfavourable to the country of (F), in the fame proportion will

coin rife in its price, when compared with bullion ; and when the

country of (E), in its turn, comes to have occafion for the country

of (F), then (E) mull pay as formerly for a yard of cloth 92 grains

in bullion, and the remaining 8 grains to have it coined ; in which

cafe, the yard of cloth will fall to the old price of 92 grains in coin,

andwillHand at 100 grains in bullion as before.

Did the price of a manufadlure rife and fall as has been here re-

prefented, it is plain that thefe variations would be conllantly de^

termined by the proportion of the grains of the metals it cofls to

acquire the coin which is the price of the manufailure.

We have feen that upon the inftitution of coinage and feigniorage,

the yard of cloth fell to 92 grains ; becaufe then it was impoffible

to procure coin at a lefs price than 8 per cent, but when the balance

of trade had funk the coin to the value of bullion, then the 92 grains

of the coin being to be purchafed with 92 grains of bullion, it was

reafonable that the cloth fhould rife to its former price ; becaufe

then no body could fay that the coin of 92 grains had cofl i co to

procure it.

But this theory does not hold in practice, nor can it poffibly hold,

as long as the greateft part of a people are ignorant of, and even

do not feel the revolutions we have been here defcribing.

How traders The price of bullion is entirely regulated by mercliants, wdio have

operTtSa^^ the wholc corrcfpondencc in their hands. It rifes and falls in

of thefe countries where coinage is impofed, in proportion to the Hate of

de^he' the balance of trade at the time. The fmalleft rife or fall in the

mideromi- demand for bullion in the market, is immediately marked by the

nues fludu-
pj-i^g of it, and that ought (by the principles we have been laying

down) to regulate the rife and fall of every comm^odity. But this

is by no means the cafe. Commodities rife and fall only after a

certain time ; and of this interval merchants will conllantly profit.

Does the price of bullion rife, they immediately fell to ftrangers as

if
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if all prices were immediately rifen ; but with regard to manufac-

tures, they hide the revolution with great care, and preferve prices

from rifing, until the competition among themfelves difcovers the

fecret. Does the price of bullion fall, they do all they can to keep

up the prices of every commodity which they fell to ftrangers,

until the competition among themfelves obliges them to bring them
down ; and with regard to manufa<5hires, they are all in one interefl

to reduce the prices in proportion to the fall of the bullion^ which
works its effeds by flow degrees.

Thefe are the operations of traders, in times when there is a and how m
fluSiuation in the balance of the trade of a country ; that is to fay, bIknce"of

In times when the balance is fometimes favom'able and fometimes ^"'^^ ^f*

taches prices-

not. to the deno-

At fuch times the true influence which trade ought to have upon cob.

prices is never exadly known, but to the merchants, who feldom

fail to profit of their knowledge, in place of communicating it for

the benefit of the fociety. But that is not the cafe when the balance

of trade is quite o'uertimied, that is, when it remains for a long time
againft a nation, without any favourable vibration ; as we fliall

prefently explain. -

We have feen how, by the changes in the balance of trade, the

price of bullion is made fufceptible of a variation in its value, equal
to the price of coinage ; and we have pointed out the principle

which confines the variation within certain limits ; to wit, the va-

lue of the coin as a metal, which prevents bullion from rifing

higher ; and the mint price, which preferves it from failing lower.

We have obferved how merchants may profit of fuch variations,

and how they obftrucT: the operation of principles upon the rife and
-fall of prices. We now proceed to another chain of caufes, which
tend greatly to deftroy the due proportion of value between coin

and merchandize. This with juflice may be put alfo to the account
of the imperfection of the metals in performing the fundions of
money of accompt.

Univerfal
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Univerfal experience fhews that the prices of merchandize are fo

' attached to the denominations of coin, that they do not fluduate as

principles point out, any more than projectiles defcribe parabolas,

or that machines operate the efFecSls, which by calculation they

ought to do. The refiftance of the air in one cafe, the fridion of

the parts in the other, tend to render theory incorre(fl:. Juft fo here,

our theory reprefents prices as rifmg and finking in the moft har-

monious proportion together with the metals ; but in pradlice it is

not fo. They have their fricStions and political refrilances, which

only render the theory delulive when every circumllance is not

combined. A good gunner mull calculate the refiftance of the air

upon his bomb, or he never will hit the mark.

We have already fliewn how the interefts of mercantile people

tend to obftruc^ the due iiuduation of prices ; we mufl: now take in

other combinations.

Although this be not a proper place to refume a difcuffion of the

particular theory of the rife and fall of prices, yet ftill fomething

rauft be faid upon that fubjedt, in order to bring the queftion we

are upon to fome fort of folution.

How profits Firft then, it will be agreed that it is far eafier to make a price

h°w°''ime
1"^^^' ^^^^^^ ^^ make it fall. I believe I might take this for granted,

coii. without giving the reafon for it. At all times, a price which has

long Hood low, may be made to rife ; but it is next to impoffible to

make a price which has long flood high, to fall in the fame man-

ner. Here is the reafon: Let me fuppofe the yard of an extenfive

manufaiflure which occupies a number of hands, to be worth loo

grains. . The workmen here live nearly at the fame expence, and'l

fuppofe them to live upon the profits of their work, when they fell

at I oo grains a yard. The price rifes to 120 ; here is an additional pro-

fit of 20 grains. If a fudden turn fhould diminifh the demand which

raifed the price of the merchandize, it will fall to the old nxte with-

out much difficulty; the workmen will conlider the 20 grains ad-

dition as a precarious proiit upon which they cannot reckon : but

let the price of 120 grains remain uniformly for fome years, the

20 grains
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'20 grains will ceafe to be precarious profits ; they will confolidate,

as we have called it, into the value of the merchandize ; becaufe

the workmen, by having long enjoyed them, will have bettered

their way of living ; and as they are many, and live uniformly,

any thing which obliges them to retrench a part of their habitual

expence, is fuppofed to deprive them of necellaries.

This is fufficient, as a hint, upon a fubje6t which branches out and are pre-

into an infinity of different relations, not at all to the prefent pur-g^T^fg^^Pp

"

pofe. But it is very much to the purpofe to fhew how the impo-^'on'^con-
• fumptiotj,

fition of coinage mufl:, on many occafions, have the effed: of at-

taching the price of commodities to the denominations of the coin,

inftead of preferving them attached to the grains of the metals

which compofe them, as in theory they ought to be.

When wars, e.g. occafion a wrong balance to continue for many
years againft a nation, this keeps coin at par with bullion for a

long time. Is it not very natural, that during that time manufac-

turers ihould eftimate their work according to the coin, and not as

formerly, according to the bullion ? The confequence of this is,

that when peace returns, and when coin begins to rife above

the price of bullion, the manufacturers fl:ick to the denominations

of the coin, inflead of defcending in value (as they ought to do by

theory) along with the bullion. What is the confequence of this ?

It is that the prices of manufadlures/c-r hofne confiwiption, and of cotn-

fnodities peculiar to the country, ftahd their ground; that is, prices do

not defcend, and cannot be brought down by merchants.

But as to manufacflures for exportation, v/hich are not peculiar, but are torn

but which are produced by different counnies, their prices are ^^T^^ ^"^ ^**"

violently pulled down by foreign competition ; and the v/orkmen peiition

are forced to dinainifli them. This hurts them effectually, not be- exportation.

caufe of the diminution of the prices ; becaufe, properly fpeaking,

this diminution is only relative to the denominations of the coin

;

their grains will purchafe as many grains of bullion in the market

as before, but not fo much coin, and confequently not fo much of

any commodity which, by the principles jufi. laid down, have

VOL. n. C attached
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attached themfelves to the denominations of the coin, and have

rifen in their price along with it.

From this fliort expofition of a very intricate matter, vt^e may
conclude, that the impofition of coinage does not raife the price of

fuch merchandize as is in common to'feveral nations, and which

trade demands from each, without any competition with the na-

tives ; that is to fay, the prices of them ftand as formerly with

refped to ftrangers ; becaufe ahhough the prices be made to fink

at home, with refped to the denominations of the coin, yet

ftrangers, being obliged to pay for them in thofe denominations,,

are alfo obliged to pay an advanced price far the coin, in order to.

procure them. Tliis is the price of coinage. This, I confefs, is a

little fubtil, but I believe the reafoning will be found juft.

- On the other hand, when trade extends- itfelf to other commo-^

dities, to thofe, I mean, v/hich it buys in competitioai with the

Hatives (and which are made to rife and fail from the viciilltudes of

inland demand) or to fuch commodities as are peculiar to the

country ; in thefe cafes, I have little doubt but the prices, once

i'aifed and continued high for fome time, attach themfelves to the

denominations of the coin, and rife along with it ; that is to fay,

coinage is included over and above the price which the merchan-

dize would have born had no coinage been impofed.

How this The conclulion I draw from this reafaning, is, that the impofition.

duSiouV"' of coinage has not, in fac% the effe6t of reducing the prices of

and how the commodities to fewer grains of bullion than before, excepting thofe

demnify^
'""

of fuch Commodities.- as are fold in com^petition v/ith other nations-;

'^^^'"'
and even then it may be faid, that it is not the impofition of the;

coinage, but the competition with ftrangers, which reduces them

to the minimum of their value, as v/eli as the profits of thofe who

work in them, to the minimum of a phyfical neceflary. This lafl

circmTiftance fliews- why thofe who work for foreign exportation,

are the pooreil clafs of all the induftrious of a ftate, but the moft:

tifeful to it, at the fame time. I believe experience fupports the

truth of thefe conclufions. I fliallhere by the bye obferve, that as

the
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the ftate is made to profit by the diminution of the profits of this

moft, ufefiil clafs ; as ilie receives the coinage which ftrangers

pay, and which is really deducted from the manufadurers who
fupport exportation, flae ought to indemnify this clafs (as may be

done in a thoufand ways, by premiums, for example, upon expor-

tation) out of the profits arifing upon coinage, inllead of making

coinage free, to the evident lofs of the nation, and benefit to ftran-

gers, as we fhall now endeavour to prove.

CHAP. li.

Concerning the Influence which the impojiftg the Price of Coinage^

and the Duty of Seigniorage in the Englifi Mint, will have upon

the Courfe of Exchange, und "Trade of Great Britain.

I
N the preceding chapter we have examined a very nice theory, Theory of

into which fuch a number of circumftances have been com- P"^? "P°"
articles ox

bined, depending upon fac^s, that little ftrefs is to be laid upon exportation.

feveral conclufions which have been drawn from it, unlefs they be

approved by experience.

Let the beft workman in London make a watch, he cannot de-

pend upon its being a good one, until it be tried ; and when that is

done, the application of his theory will enable him to difcover all

the defedls and irregularities in the movement. It is juft fo in poli-

tical matters. The force of theory is not fufficient to form a good

plan ; but it is ufeful for difcovering many faults which would not

have been forefeen without it. The more estenfive, therefore, any
theory is made, the more it is ufeful for thefe purpofes. It is pro-

per only to obferve that the more complicated any principle of it

is, the lefs dependance can be had upon its operation when applied

to pradlice.

C 2 It
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It is impoffible to lay down a diftind: theory for the rife and fall

of the prices of all forts of commodities in a nation fuch as Great

Britain.- All that can be faid with certainty, is, that competition on

the part of the confumers will make them rife, and that compe-

tition on the part of the furnifliers will make them fall. Now the

competition among the furnifhers may be reduced to theory ; be-

caufe it is fixed within determinate limits, which it cannot exceed,

and is influenced by this principle, viz. that when profits are re-

duced to the minimum (that is to the exaA phyfical-necefiTary of the

workman) all competition among furnifhers mull ceafe.

But the competition among confumers is fixed within no deter-

minate limits : fome demand to fatisfy phyfical wants ; others thofe

of vanity and caprice. Mofl: inland demand for confumption is of

this kind, and confequently it is impoflible to forefee what effeft

the impofition of coinage will have upon the prices of many com-

modities. Perhaps they will fluduate with bullion ; perhaps they

will adhere to the denominations of the coin: experience alone

can bring this matter to light.

But with regard to fuch commodities as are the object of foreign

trade, prices are influenced by certain principles on both fides.

Merchants, not the confumers themfelves, are the demanders here.

Neither vanity or caprice, but profit, regulates the price they offer.

Thus it is, that as all competition among furnifhers mufl: ceafe upon

the redudlion of profits to the minimum, fo all demand from mer-

chants (who in this cafe reprefent the confumers) mufl ceafe, fo

foon "as prices rife above what they can afford to give, confiflent

with their minimum of profit upon the fale of what they buy.

The degree, therefore, of foreign competition will alone regu-

late the prices of feveral exportable commodities, and of confe-

quence the profits of fuch as are employed in them, as has been

faid. This premifed, we come to examine the influence which the

impofition of coinage would have upon the courfe of exchange and

trade of a nation.

4 In
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In fpeaking of exchange, fo far as it influences the decifion of How the

this queftion, we muft throw out all extraneous circumflances, and exchange is

endeavour to reduce it to the plaineft theory. regulated.

When one nation pays to another the price of what they buy, the

interpofition of bullion is unavoidable ; and the whole operation

confifls in comparing the value of coin with the value of bullion

in the one and in the other.

Suppofe France to owe to England 1000 pound llerling ; what re- Price of ex-

gulates exchange here, is the price of bullion in Paris and in Lon- ^^aff

don. The French merchant inquires firfl, what is the quantity of

bullion in London, which at that time is equal to the fum he wants

to pay ? And next, what that quantity of bullion colls to procure in

the Paris market ? Upon this the par of exchange ought to be regu-

lated. Whatever is given more than this quantity is the price of

tranfportation, when the balance of trade is againft France. What-

ever is given lefs, may be conlidered as the price of tranfportation

which the Englifh would be obliged to pay were the balance

againft England, if the French merchant, by fending his paper to .

London, did not fave them the trouble, by diminilliing fo far the

balance againft them ; and of this he profits, until the balance

turns to the other fide. Now let us leave the price of tranfportation

out of the queftion, and confider only how the impofition of coin-

age, by afFeding the price of bullion, may influence the courfe of

exchange.

We have feen how the impofition of coinage renders the price of where coin-

bullion fufceptible of a variation in its price, equal to the amount fhe price^^of

of the impofition. Wherever, therefore, coinao;e cofts nothins;, ^""!°"
^^

_

' o o' ought to be

there bullion and coin muft always be of the fame value. This invariable,

would be the cafe in England, without doubt, were the metals in

the coin exactly proportioned, were all the coin of a legal weight,

and were neither melting down, or exporting made penal.

The bullion, therefore, in France may vary 8 per cent, in its price, and flu<fiu-

according to the balance of trade ; the bullion in England muft be^ohwe'ir^

fuppofed invariable, let the balance ftand as it will. impofed.

According
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isullion ill According to this reprefentation of the matter, may we not fay,

dSreTdiaii ^^^^^ buliion in England is always at the highefc price it ever can be

in France, in France, fince it is at the price of the coin ? Is not this the coiv-

dition of France, when the balance of her trade is the moft unfa-

vourable it poflibly can be?

becaufe the If therefore England, her/elf, contributes to keep the price of her

Ic ept" up by'^
bullion higher than it is in France, is not this an advantage to

(.he miflt, France, fuice France can buy the bullion with which fhe pays her

Englifli debts cheap in her own market, and can fell it dear in that

:of her creditor ? Is there not a profit in buying an ox cheap in the

country, and felling him dear in Smithfield market?

and is allow Now why is bullion fometimes cheaper in France than in Eng^

FraS:e"'8 '"r
^^ud ? I aufwcr, that in France it is allowed to fall 8 per cent, below

cent, below i\jq coin, and the King only takes it at times when no body can get

a better price for it : and that in England the King gives always coin

for bullion, and by that keeps the price of it from ever falling

lov/er. Let the Englifli mint pay the pound troy flandard filver at

the rate of thirteen ounces of coin, the price of bullion in England

will always be -V dearer than the coin.

When bullion in France falls to 8 per cent, below the coin, it is

carried to the mint : when it is worth more no body carries any to

be coined.

The wife re- No body in France (except upon a general coinage) is forced to

gulation.
£g^ ^Y\q\,v bullion at this price. Is it not, therefore, a very wife

regulation, to permit the operations of trade to reduce, as low as

poflible, the value of that commodity with which all they owe is

paid, and this more efpecially, as the fall of its price is a proof of

the profperity of their trade.

If, therefore, it be fuppofed, that the efFed of having a material

money for a fcale of value, is, that the denominations in the coin,

and not the grains of the bullion, mufl meafure the value of com-

modities /oz-^^o/.'/t" confumption; then it follows, that the" variations in

the price of bullion, fhould not affed the price of commodities.

This
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This is a, queftion, however, which I do not pretend to deter-

mine, and I apprehend that nothing but experience can refolve it-

Now let me coniider the difference there is between the trade of England

France and that of England as matters now ftand ; and what would fometimel''^

be the cafe, were the regulations of the mint the fame in both ^ P^r cent,

upon her

countries. trade with

I fhall fuppofe that England buys of French goods as much as
"""'

may be paid with one thoufand pounds troy weight of Engliili gui-

neas. I afk for Vv^hat weight of French louis d'ors muft France buy

of Ehglifh goods to make the balance even ? Will h not be an-

fwered (according to the ordinary method of calculating the true

par of exchange) that if France buys for one thoufand pounds tro)/

of her louis d'ors (fuppofing the guineas and the louis d'ors of the.

fame finenefs) that the balance is even?

Is it not true, that England muft fend this thoufand pounds

weight either in gold bullion or in guineas, and is it not the fame

thing to the Englifli merchant to fend the one or the other, pro-

viding the guineas be full, weight ?

But when France comes to fend the thoufand pounds weight of

her louis d'ors, fhe finds at market a thoufand pounds weight of

gold bullion 8 per cent, cheaper, and this bullion is as good to the

Engliihman as if he had got the louis d'ors.

Let me ftate the cafe otherwife. Suppofe France buys in England

for I ooo pounds weight of her guineas in Virginia tobacco; and

that England buys in France for looo pounds weight of her

louis d'ors of Bourdeaux claret. Is not this called par. Will not

France pay her debt to England with rooo pound of gold bullion?

Whereas England muft pay 1080 pounds'to France; becaufe 1000

pounds weight of her louis d'ors, is worth in France 1080 pounds

of any bullion of the fame ftandard. The 1000 pounds then com-

pehfates the 1000 pounds; the 80 pounds over muft be fent to

France, and the carriage' of this quantity only, muft be paid for

according to the principles of exchange,

c Hsre



i6 AN INQyiRY INTO THE PRINCIPLES BooKlII.P.2i

Here is evidently a balance of trade againft England of 8 per cent.

above the real par of the metals. Will any body fay that the 8 per

cent, is paid for the tranfportation of 80 pounds of bullion due?

Certainly not.

Now if the Englilli fliould declare that they, for the future, would
coin neither gold or filver bullion for any perfon, but at the rate of

8 per cent, below the value of the coin ; and if it be true, that this

regulation would have the efFed; of finking the price of bullion, on
many occalions, to' 8 per cent, below the coin ; in that cafe, would
not the Englifli and the French acquit their debts of the 1000

pounds weight of their refpe6live coin upon the fame conditions ?

In this cafe, would not the price of exchange vanifh, fmce there

would be no bullion to be fent by either party ? But in the firfl cafe,-

would not England be obliged to fend 8 per cent, above the quan-^

tity of gold bullion flie received from France, and would not the

tranfportation of this coft money, and would not this tranfportation

be marked by a certain price of exchange, and confequently, would

not the price of exchange rife againft England ?

.But to this it is objedted, that by the former example, the ex-

change marked 8 per cent, againft England with great reafon ; be-

caufe it is plain, that there is a balance of 8 per, cent, againft Eng-

land, fince fhe has fent that proportion over to France in bullion.

Very true. But had England, inftead of taking to the value of

1000 pounds weight of louis d'ors in claret, taken only for 100

pounds weight, the exchange would have ftill marked 8 per cent.

lofs ; becaufe the 1 00 pounds of louis d'ors muft be paid with the

108 pounds of bullion, although England by this trade has evi-

dently gained 892 pounds of bullion, which France muft fend her

as a balance.

As matters of fa6t, when they can be procured, tend greatly to

confirm theory, by forming a folid bafis whereupon to reafon, I

fliall here profit of one which has fallen into my hands, and by

applying it to the prefent queftion, endeavour to give fome addi-

tional force to this reafoning.
•

Mr.
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Mr. Cantillon, in his Analyjis of Trade, which I fuppofe he under- and at a me-

flood by pradice as well as by theory, has the following pafTage in cen" tTs*^

his 519th page. proved by a

" The courfe of exchange between Paris and London fince the year faft.^*^

°

" 1726, has been at a medium price of 32 pence flerling for the
" crown of three livres ; that is to fay, we pay for this French
" crown of three livres, 32 pence llerling, ivhen calculated on gold,

" when in fa(5t it is worth but thirty pence and three farthings,

" which is giving four pounds in the hundred for this French mo-
'' ney ; and confequently, upon gold, the balance of trade is 4 per
" cent, againft England in favour of France."

In this place, Mr. Cantillon calculates the par of exchange ac-

cording to the common rule, to wit, gold bullion againft gold bul-

lion in the coins of both nations, where both are of legal weight

;

and he finds that there has been, thefe thirty four years paft, a ba-

lance of 4 per cent, againft England.

Now according to my theory, this is exa(5lly what the coinage in

France ought to produce, fuppofing on an average that the trade

had been at par. Here is the reafon.

The coinage in France cofts 8 per cent.

When the balance of trade is favourable for France, coin is worth

8 per cent, above bullion.

The proof is plain. Were it not 8 per cent, above bullion, no man
would ever carry bullion to the mint ; becaufe the mint price is

8 per cent, below that of the coin.

When the balance of trade is againft France, coin muft fall nearly

to the price of bullion.

Suppofmg then that the balance of the trade of France (at a me-
dium of thirty four years) is found to have been at par, will it not

follow, that at a medium alfo of thefe thirty four years, French coin

muft have been at ^per cent, (the half of the coinage) above bul-

lion ? Confequently England having taken merchandize from
France, and France having merchandize from England, for the

fame weight and finenefs in their rcfpedive coins, muft not Eng-

VOL. II. D land
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land have been obliged to fend to France 4 perxenf, more bullion in

order to pay the coinage ? This reafoning appears conclufive to me,

who am no merchant, and who do by no means pretend to a per-

fect nnderltanding of thofe affairs ; but I think this circumflance

is at leail of fufficient importance to make the matter be inquired

into. For this purpofe, I fliall fugged a method of making the dif-

covery.

Eafy to be If it fliall be found, that Englifli draughts on Paris, or French

tim'es\y the remittances to England, fhall at any time occalion bullion to rife in

price of bui- ^ market of Paris above the mint price, will it not be allowed that
lion and ' ^

couifeofex-fuch a circumflance demonftrates that the balance of trade is then

Par"s°mar-
^ in favour of England ? If at that fame time it fliall be found, that

^^'" exchange (when reckoned upon the gold as Cantillon has done) is

againfl England, will it not be a demonftration of the truth of what

, I have here fuggelled as a queftion worthy of examination \

When bul- For if the balance of trade be againft France, fo as to make her

ported ^to' t>uy bullion to fend to England, this is a proof that flie owes Eng-
Engiand,

j^^j^jj ^ balance; and if at the fame time' the Englifli are paying

againft
^ '^

abovc the intrinfic value of the metals (in their refpe(5live coins) in
France.

^yi^^j ^hey owe tQ Fraucc, that additional value cannot be paid by

England as the price of exchange, or to pay for the tranfportation

of their bullion, but to pay the French creditors the additional va-

lue of their coin above the price of bullion.

Courfe of May we not alfo conclude, that in a kingdom fuch as England,

ruk orud"° where coinage is free, the courfe of exchange is no certain rule for

ing of the judging of the balance of trade with France ; but only of the value

trade, but of French coin above French bullion. All authors who have written

vaiu °^f
^^ upon exchange, reprefent the advanced price given upon bills above

coin. j-jie intrinfic value of the coins, to be the price of carriage and in-

furance, &c. in which cafe exchange, no doubt, viay mark the ba-

lance of trade ; but if an advanced price mull be given in order to

put bullion into coin, or in other words, if the metals in the coin

are worth 8 per cent, more than any bullion of the fame finenefs, is

it not evident that a nation may be drawing a great balance of bul-

lion
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lion from another, although flie be, at the fame time, paying

8 per cent, above the rate of bullion in the fums fhe repays to the

nation which is her debtor upon the whole j that is to fay, although

flie be paying above the real par of exchange, as it is commonly cal-

culated.

If it be here objedted that this cannot be the cafe, becaufe when
the balance of trade is againft the nation which impofes coinage,

their coin falls to the price of bullion : I anfwer, that a balance

may be againft fuch a nation, without producing fo great a fall in

the coin. Coin is reduced to the par of bullion only when the ba-

lance is at the height againft a nation, and when it has remained

fo for a long time. Who would give coin at a difcount of 8 per cent,

if there was a profpecT: that in a few days, weeks, or e'ven months,

it was to rife to its former value ?

Thefe are the reafons which engaged me, in a former chapter,

to lay it down as a rule, that trading ftates fhould endeavour, as

nearly as poffible, to obferve the fame regulations with their neigh-

bours, in every thing relating to their coin. It is alfo in order to

facilitate fuch a regulation, that I fhall infert, at the end of this

book, a very particular, ftate of the French coinage, and of what I

can gather with regard to that of Holland.

From what has been faid, it appears that the common method of xhe real par

calculating the real par of exchange is not corre6t, lince it is cal- "^""^ ''^ '^'^^-

<=> ^ *=>
culared by

.culated by comparing the quantity of fine bullion in different coins, theintrinfic

and attributing the difference between the bullion paid for the pa- coin,^ unkfs

per, and the bullion received in payment of it, as the price of tranf- "^'"^ ^^^""^

* i / i drawn in

portation. This, I fay, is by no means correct ; nor is it poftible it weight of

fhould be fo, unlefs bills of exchange were fpecified in the weight "^ "
^""°

of fine bullion, inftead of being fpecified in the denominations

of the coin : an example will make this plain.

Were a merchant in London to aflc of another who has a cpr-

refpondence in Paris, to give him an order for a hundred yards of

Abbeville cloth, and to offer him, in exchange, the fame quantity of

cloth of . a worfe quality, would not the merchant to whom the

D 2 propofal
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propofal is made, immediately calculate the value of both com-

moditieSj and demand the difference of the value between what

he was to give, and what he was to receive ? Could ever this dif-

ference be confidered as any thing elfe than the difference between

the real worth of the commodities ? But were they to exchange at

London an hundred pounds of fine fdver bullion, for the fame

weight at Paris ; then if the merchant demanded one grain more

than he v/as to give, it muflbe upon the account of tranfportation
j

becaufe, weight for weight, there is not the fmalleft difference be-

tween equal weights of the fine metals.

Bills of exchange, tlien, being all conceived in denominations of

money of accompt, realized in coin; and coin changing in its va-

lue with regard to bullion ; it is evident that the real par cannot

be computed upon the bullion alone contained in the coin.

Obj. Ex- If j|- js objecfted, that finee it is thecourfe of exchange which re-

gulates the gulates the price of bullion, all variations between bullion and
price ofbul-
,^ coin ouffht to be afcribed to that caufe.
lion. o

Anfw. De- I anfwer, that it is not the courfe of exchange which regulates

Tan' -^^oni
^^^ price of bulHon j but exchange makes it afcend from the.

jaifes its price to which it is regulated.

mint price The mint price regulates the price of bullion ;, and there it will

down''
nearly fland, while the balance of trade is either at par, or fa-

Balance up- vourable to a country. Exchange therefore, or a wrong balance,

mrlnomaricCan Only make it rife ; and.it returns to where it was, by the force

of a balance q^ another principle.
upon trade; '

proved by In the ucxt place, were I to allow that the balance of trade regu-
sxaaipes,

j^j-gg |-|jg price of buUiou, it would not follow that what is called

the rdal par. of exchange is a rule to judge of the balance of trade of

a nation. Is it not plain, that if France,, for example, being at pre-

fent obliged to fend great fums into Germany, upon account of

the war (anno 1760,) has. reduced the price of her coin to a par

with bullion, that all nations will, profit of it as much in their.'

trade with France, as if the balance was become favourable to-

them \ fince the courfe of exchange v/ill tlien anfwer according

i
.

tQi.
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to the converlion of bullion for bullioa ia all remittances to-

France,

But were France at prefent to remit money to any other country,

which has the balance favourable, and where coinage is paid, fup-

pofe to Spain, while the balance between France and Spain is

fuppofed to be exadly even ; would not the real par between the

money of Spain and of France mark an exchange againft France,

for the value of the coinage impofed by Spain ? This is the reafon

why, in time of war, exchange between France and England ap-

pears more favourable to England than in time of peace. But

does this anywife prove that the balance of trade is then more

in favour of England? by no means: for let me fuppofe the

balance of their trade to remain the fame after the peace as at

prefent; is it not evident, that in proportion as the coin of France

iliall rife above the bullion, that the balance of trade will become, in.

appearance, againft England ?

By the balance of trade, I here conftantly underftand a certain Balance of

quantity of bullion fent by one nation to another, to pay what '"^^''^v^*'-

they have not been able to compenfate by an exchange of their

commodities, remittances, &c. and not that which they compute

in their bills as the dilTerence between the refpedtive values- of

coin and bullion in both countries^

How, then, is the real par of exchange to be regulated, fo as ta

determine which nation pays a balance upon the exchange of their-

commodities I

I anfwer. To determine that queffion, let bullion over all the The real'

commercial world be Hated at 100, and let coin in every country JJa°^/j^^.

be compared with it, accordinq; to the current price. In Eneland, ^^ fixed by

for example, (were all diforaers of the com removed) com muffing value of

always be as 100. In France, when the balance is favourable, at[|^^,'j^°g"'g"°^

108.27. In Germany (were the Emperor's late regulation with Ba-""^"^"/

varia to be made general) at loi. And fo forch, according to the ?he buiLa/

price of coinage impofed every where. Thefe advanced values-
'"'^°"'^''^'

above the 100, never can rife higher; and the more the balance
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of their refpedlive trade is unfavourable, the nearer they will fe-

verally come to 1 00 ; below which they never can fall. Thefe flue-'

tuations will conflantly be marked in exchange ; becaufe all cir-

cumftances are exactly combined by merchants ; but the balance of

the trade will only be marked by what exchange is made to vary from

thefe proportions.

Proof of Let me fuppofe the trade of France favourable upon the whole,

fuloir°^°' by great commiflions from Cadiz, and bullion at the fame time to

be carried to the mint at 8 per cent, below the price of coin.

Let me fuppofe, that upon all the trade of England with France,

there fliall be, at that time, a balance of 2 per cent, fent from France

to England in bullion j and upon the trade with Germany a balance

of I per cent.

I fay, that the par of exchange between England and France is 8 per-

cent, againft England ; and that the par of exchange between Ger-

many and France is 7 per cent. I ftate it at this rate ; becaufe the-

balance being fuppofed favourable for the three nations, the value

of their coin with refpecfl to their bullion ought to be in propor-

tion to the mint price.

The courfe of exchange, therefore, if it be a rule to judge by,

ought to mark 6 per cent, againft England ; which I fay is 2 percent.

in her favour : and the exchange with Germany ought to mark

6 per cent, againft Germany ; which I call i per cent, in her favour.

An example will make this plain.

Suppofe Englifh guineas, German carolins, and French Louis,

to be all of the fame weight and finenefs j I fay, the real par in the

example we have ftated is, between Paris and London, 100 Louis

'are equal to 1 08 guineas ; becaufe the * 1 00 Louis are v/orth 1 00

guineas in London, and 1 08 guineas- are worth no more than 1 00

Louis in Paris. Again, between Paris and Francfort, 100 Louis

are equal to 107 carolins ; becaufe 108 carolins are worth at Paris

100 Louis; and loi Louis at Francfort are worth 100 carolins;

confequently, the difference between 7 and 8 is the real par, to.

wit, 100 Louis for loi carolins. Next, as to the par between Lon-

^4 don
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don and Francfort, here 100 carolins equal loi guineas; becaufe

1 00 carolins in London are worth 100 guineas; and loi guineas

at Francfort are worth no more than 100 carohns.

Now in the ordinary way of reckoning the real par, the 100

Louis, 100 carohns, and 100 guineas, are all fuppofed to be of the

fame value, in the three markets ; and the difference between

this fuppofed value, and what is paid for it, is fuppofed to be a

lofs upon trade. In this light, the nation's lofs refembies the lofs

incurred by him, who, when he goes to the bank, and pays ten

pounds flerlmg in coin, for a bank-note, fays, that he has given

ten pounds for a bit of paper, not worth one farthing ; reckoning

the value of the note, at the real par of the paper it is writ upon.

The general rule, therefore, as I apprehend, is, to fettle the

real par of different coins, not according to the biillion they con-

tain, but according to the bullion they can buy with them in

their own market at the time.

If 1000 pounds weight of guineas can purchafe at London
1000 pounds weight of flandard bullion; and that 1000 pounds
of the fame weight of Louis can buy at Paris 1080 pounds weight

of the fame itandard bullion; then the 1000 pounds weight of

guineas is at the real par with 925 -%'--±, pounds weight of the •

Louis, and not worth 1000, as is commonly fuppofed.

If the docflrine laid down in this chapter be found folid ; if no
effential circumffance has been overlooked, which ought to have

entred into our combinations, (points left to the reader to deter-

mine) then we may conclude,

itno, That the courfe of exchange, in the way people take to cal-

culate the real par, is no rule for judging of the balance of trade.

2do, That the great duty laid upon the fabrication of the French -

coin, either deceives the Englifh nation, and makes them con-

clude, from the courfe of exchange, that their commerce with

France is exti'emely difadvantageous : or, if it be really difadvan-

tageous, that it is the impofition of a duty on coinage in the

French mint which occafions it.

It
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It is a queflion belonging to the theory of commerce, and not

to that which we are now upon, to examine the nature of a difad-

vantageous trade, and to inveftigate the principles pointing out

the commodities which every country ought to encourage for ex-

portation, and thofe which are the mofl profitable to take in re-

turn.

Application Upon thcfc principles the trade of England with France mufl be

cipies to'"he examined, and upon examination it will be found whether that

f^f^^- , trade be advantageous or hurtful. Here the queftion is reduced to

France, this ; Whether from the courfe of exchange it may be concluded

that the balance of trade is againfb England, becaufe the French

crown is commonly paid with thirty-two pence ilerling ? We have

decided that it cannot. If there be no other objecflions againft the

trade of France but this lofs upon exchange ; and if it be true

that this is no proof of trade being againft England, but only the

confequence of her free coinage ; then it will follow, that England

may lay as many reftridions, duties, and clogs, upon the French

trade, as fhe pleafes, and may even reduce it to nothing, without

ever removing the caufe of complaint ; while at the fame time fhe

may be ruining a trade, which pays her upon the whole a great

balance, and upon which trade fhe has it in her power, by follow-

ing a different fyftem in her mint, to render her exchange as fa-

vourable as with any other nation in Europe.

This point feems to be a matter of no fmall importance to Eng-

land ; fince (from a miftake in point of facft, into which flie is

led from a delufive appearance) a very lucrative trade, when con-

fidered by the balance it produces, may, upon falfe principles, be

profcribed as difadvantageous.

Thefe queftions, however, are not as yet confidered as entirely

difcuffed, and they Ihall be a little farther examined in the follow-

ing chapter.

CHAP.
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Is the lofs which the courfe of exchange marks upon the trade of

Great Britain with France real or apparent f

QUESTIONS are here propofed, which I do not pretend to re-Reafon for

folve ; all I aim at is to difcover how they may be refolved. fhTs^que-^

If this inquiry ihall prove an incitement to men of better capa-^^°°'

city to review the fame fubjedts, who have more extenfive combi-

nations, more experience, and better information as to fadls, in

that refpedl it has fome degree of merit.

I anfwer to the queftion propofed, that if the impofition of a Suppofi-

duty on coinage in England would have the efFedt of rendring
''°'^**

her trade with France more lucrative, then the lofs marked by the

courfe of exchange is real, at lead in part ; if otherwife, it is only

apparent.

What makes the commerce with any country lucrative, is the Principles.

balance paid upon the exchange of their commodities.

What regulates the quantity of commodities taken from any

country, in the way of trade, is the wants of the country demand-

ing ; and what fets the balance even, is the reciprocal wants of

the other country. Nations do not give up correfpondence with

their neighbours, becaufe thefe do not accept of merchandize in

exchange for merchandize, but becaufe they find their advantage

in fupplying their wants upon ealier terms elfewhere.

Every mercliant feeks to fell dear ; and the dearer he can fell,

the greater is his profit : that merchant, therefore, mufl thrive

moft, who fells dearefl, and who at the fame time can afford to fell

clieapeft.

If an impofition on coinage fliall enable England to fell dearer,

without depriving her of the advantage of being able to fell as

VOL. II. E cheap
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cheap as at prefent, then it will follow, that an impofition on coin-

age will be advantageous. If it fliall lay her under a neceffity of

felling dearer, and deprive her of the poffibility of felling fo cheap

as formerly, then the impofition of coinage will be hurtful.

Thefe principles premifed, as a foundation for our reafoning,

coinageaf- let US firft coniidcr the influence of coinage upon the profits on

profits OT
exportation ; and then proceed to inquire into the influence it has

goods ex- upon articles of importation.

How the

paying for

ported,

As to the firft, I muft obferve, that England, as well as every

other country, has feveral articles of exportation which are pecu-

liar toherfelf, and others which flie muft fell in competition witb

other nations.

The price of what is peculiar is determined by the competition;

of thofe who furnifli at home, and the loweft price is regulated^

by their minimum of profit. The price of what is common is re-

gulated by the competition of thofe who furnifli from different

countries.

If the prices of what is peculiar fliall remain, as before, attached

to the denominations of the coin, after the impofition of a dut^

on coinage, the competition of thofe who furnifli will remain the

fame as before; becaufe prices will not vary; but the ftranger,

who buys, muft neverthelefs pay an advanced price for fuch mer-

chandize, becaufe the nation's coin, with which they are pur-

chafed, will be raifed in its value with refpedl to bullion, the only

price he can pay with. This is the price of coinage: and this

impofition has the good effeft of obliging ftrangers to pay dearer

than before, in favour of a benefit refulting therefrom to the

ftate.

Now, if it be obferved that the demand made by the Englifli

for goods peculiar to France, (while thefe remain in France at

the fame price as formerly) does not diminifli in proportion as the

lofs upon exchange happens to rife ; why fhould we fuppofe that

the demand for goods peculiar to England fliould diminifli, for a

limilar reafon I

.-z if
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If the rife, however, in the price of exchange fliould diminifli

the foreign demand for fuch Englifli goods, by raifnig the price

of them in the foreign market, this, at leaft, will prove that

coinage does not make prices fall proportionally at home ; becaufe,

if they fhould fall, ilrangers would buy as cheap as. formerly

;

the prime coll (as it would appear upon the accounts of their

Englifli correfpondents) would diminifli in proportion to the lofs

upon exchange in remitting to England, and would juft compen-

fate it : fo upon the whole, the price of the merchandize would

be the fame in the foreign market as before.

If the iihpolition of coinage, therefore, be faid to raife the

price of Englifli merchandize in foreign markets, it muft be al-

lowed that it will not raife the value of the pound fterling at home,

by fmking the value of commodities : that is to fay, the prices of

commodities will adhere to the denominations of the coin ; and

the coin bearing an advanced value, above what it bore formerly,

ilrangers muft pay it.

But will not this diminifli the demand for Englifli goods I Not

if they be peculiar to England, as we here fuppofe. But allowing

it fliould, will not this diminution of demand fmk the value of

the Englifli coin, by influencing the balance of trade ? If fo, it

will render remittances to England more advantageous: confe-

quently, it will recall the demand. The difeafe, therefore, in this

cafe, feems to draw the remedy along with it.

Now what appears here to be a remedy againft a difeafe, is at

prefent, as we may call it, the ordinary Englifli diet, fmce it is

fmking the coin to the price of bullion. If, therefore, the having

coin always as cheap as bullion, can be any advantage to trade,

the nation is fure of having it, whenever the balance is imfa-

vourable, notwithftanding the impoiition of a duty on coinage.

Trade has its viciflitudes, and all nations find, at times, that When die

their neighbours muft depend upon them. On fuch occafions, the
f^^urabie

balance of their commerce is greatly in their favour.

E 2 Is



28 AN INQUIRY INTO THE PRINCIPLES Book III. P. 2.

Is it not, therefore, an advantage to have a principle at home,

which, npon fuch occafions, is capable of diminifhing with us the

val^e of that merchandize (bullion) which Itrangers muft give

as the price of all they buy ?

And how, On the other hand, the fame principle feems to fly to the affift-

fcivourable. ancc of trade, when the balance becomes unfavourable, as it vir-

tually diminifhes to ftrangers the price of all our commodities, by

raifmg in our market the value of that commodity, (bullion)

which they muft give as the price of what they buy.

This may fuffice, in general, upon exportation. It is a hint

from a perfon not verfed in commerce ; and as fuch it is humbly
fubmitted.

How the I now pafs to the fecond part of this operation, to wit, the in-

Sa|e af- flucncc which the impofition of coinage has upon the interefts of
fefts the trade, when the queftion is to purchafe the commodities of other

goods im- countries. Thefe operations are quite different, and in examining
*'°"^

' this theory they muft be carefully diftinguifhed.

When the We have feen how the impofition of coinage, during the favour-

farourable.
^^^^ balance of trade, procures to the nation an advanced price

upon thefale of her exports. As long as it remains favourable, it

muft produce the fame good effed: with regard to her importa-

tions, by finking at home the price of the bullion with which fhe

muft pay for them. Bullion muft become cheap in the Englifh

market, in proportion as the balance of her trade is favourable, and

in proportion as it is cheaper there than in other nations (with

refpedl to their refpeAive coins) in the fame proportion, the nation

has an advantage in paying what fhe buys, or in employing her

bullion for extending the fund of her own commerce.

And how. Upon the other hand, fhould the balance of her trade turn

favourable,
^gainft her, her bullion rifes. This renders the price of all fo-

reign merchandize dearer to the importers than otherwife they

would be ; becaufe they muft pay them in bullion. But this lofs

is at prefent conftantly incurred ; and when incurred, is not na-

tional^ the national lofs is upon the balance of the trade ; but whether

this
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this balance be paid in bullion at the mint price, or in bullion at

the price of coin, the balance of the trade is juft the fame. Now,
if this wrong balance (which I here fuppofe to proceed only from

the imports exceeding the exports upon trade in general) renders

the purchafe of foreign commodities dearer to the merchants,

without coiling more to the nation; is not this fo far advan-

tageous, that it difcourages importations, juft at the time they

ought to be difcouraged, and thereby may tend to fet the .balance

even again ?

Thus I have endeavoured to analize the influence of this prin-

ciple in the four cafes ; to wit, upon exportation and importation,

under a favourable and unfavourable balance of trade. Thefe dif-

ferent combinations mufl: always be examined feparately, or elfe

obfcurity and confulion will enfue.

We muft alfo obferve, that there are ftill other combinations to

be attended to, although it he. fuperfluous to apply the principles

to them ; becaufe the variations proceeding from them are felf-

evident. I mean, that this queftion may be conlidered as relative

to a nation which has coinage free, with refpec^ to another nation •

vi^here that duty is impofed. In this cafe we may decide, that as

far as the iituation of the latter is advantageous, fo far muft tha^

of the former be difadvantageoils, and vice verfa.

The queftion may alfo be conlidered in relation to countries who>

have either the duty on coinage the fame, or different. When they

have the fame, there can be no advantage on either fide y excepting

in this refpe<5l, that the nation which has, upon an average, the

balance of trade in her favour, will thereby render her trade ftill

more favourable than it would be, were the coinage free on both

fides.

From which we may conclude, that the more a nation has the The more-

advantage in point of trade, the more it is herintereft to impofe '""^^^'^ ^'"

. _
^ vourable, the-

the duty of coinage. When the impofition is unequal in the twomore advife-

countries, I apprehend tl:kat the country which lays the fmalleft|lnpofl a

'°

duty upon her coinage, may be confidered as having it altogether ^".^yupoi^

free,



30 AN INQUIRY INTO THE PRINCIPLES BookIII. P.2.

free, and that the other may be confidered as impofing no more

than the difference.

Upon thefe principles muft the quellion here propofed be re-

folved. They never can decide as to the matter of fa6l, to wit,

whether the French trade is hurtful or lucrative : all we are war-

ranted to conclude from them is, that the trade of G-reat Britain

would be more advantageous with France than it is, were a duty

on, coinage to be laid in England as high as there. In that fenfe,

we may fay, that the apparent lofs by exchange is a proof that

coin is commonly dearer in France than in England ; from which

a lofs may be implied ; but the lofs upon exchange no way denotes

the degree of lofs upon the trade, and much lefs does it certify

that the balance upon the whole is againft Great Britain.

C H A P. IV.

Of the different methods of impojing coinage ; and of the influence

they refpeSiively have upon the value of the money-unit, and upon

the domeftic interefs of the nation.

Two ways ri "1 HERE are two ways of impofing coinage ; one by po-

coinage!
'"^ ^ litive law, and by the force of that authority which is every

where lodged in the legiflature ; the other, which is more gentle,

renders the impofition almofl infenfible, and is effeminated by the

influence of the principles of commerce.

By the one and the other the fame end may be obtained ; with

this difference, that all circumflances mufl yield to the force of

authority : and when this is employed, coinage is impofed as a

tax upon coin, in fpight of all refiflance ; whereas, in the other

cafe, the effe6t takes place by degrees : it is no tax upon coin ;

but it is liable to interruptions ; and therefore, upon a general re-

coinao-e
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coinage of all the fpecie of a nation, it is not fo efFeftual as the

firil ; although it may anfwer perfedlly ^vcll for fupporting a fund

of good fpecie, and for replacing all the diminutions it may fiiffer

from melting down or exportation.

I fliall now give examples of the one and the other method : I pian laid-

fliall point out feme of the confequences which attend both : I Hiall ^?^^ '" ''"^

chalk out a rough draught of the principles, which may be ap-

plied in forming a plan for laying on that impofition in the Englifii

mint : and lafb of all, I fhall ilrew haw the experiment may be

made. ,
'

Were the government of England to caH in, at prefent, all the How coin-

coin in the nation, in order to be recoined, and to fix the mint price p^^g^j^
^^''

of it, as gold and filver ftandard bullion, at • per cent, below the ^"'^h°"'^)'°

value of the new coin j this would be impoling coinage by poii-

tive law ; and being an arbitrary operation upon the coin of the

nation, could not fail of influencing the value of the money-unit-

Were the government, on the other hand, to give orders to the How by

mint, to pay gold and filver bullion for the future, no dearer than
*^°"^^°'^'

per cent, below the coin, this would be no arbitrary operation

on the coin of the nation, and would not (as I imagine) influence

the value of the money-uuit, although it might fink the price of

bullion, by the influence of the principles of commerce.

The diflferent confequences of thefe two methods of impofing

coinage are now to be explained.

Were England, during a war, or at any time when the balanceof when bw
her trade is unfavourable, to impofe coinage by law, in the manner ^'"^°!"'"^y'

propofed, the confequence would be, that all the fpecie in Great confe-

Britain, or at leafl: a confiderable part of it, might pofllbly ^^ 'i"^'^*^^

'

melted down, and fold in the market for bills of exchange. In

a nation of trade, where credit is fo extenfively and foHdly efta-

blilhed, there would, in fuch a cafe, be no difiiculty to find an Themetais^

outlet abroad for all the metals in the kingdom ; becaufe then
^J^

^^P°"-

every thing would be confidered as profit, which was lefs than
the per cent, lofs in carrying the coin to the mint.

If
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If it is objected, that this plan has been many times executed

in France, particularly in 1709, and 1726, without any fuch incon-

veniences ; I anfwer, as 1 have done upon other occalions, circum-

flances are to be examined.

How, in Upon fuch occafions, in France, the coin is ordered to the mint,

France, this ^pon penalties againft thofe who fliall not obey ; melting down is

in fome ftri^lly inquired into, and feverely punilhed ; all the roads which
meafure.

^^^^ ^^ foreign countries are befet with guards, and no coin is fuf-

fered to be exported ; all debts may be demanded in coin ; and all

internal commerce is carried on with fpecie.

This is a violent method of impoiing a tax upon all the coin in

the nation j and the general coinage is made with no other inten-

tion. In the coinage 1709, this tax amounted to 2s~per cent.

(Dutot, Vol. I. p. 104,)

French poll- Under thefe circumllances, it is very evident, that thofe who

coin,^no° have coin or bullion mull either carry it to the mint, or bury it:

generally j • ^^ middle courfc to be followed.
underftood.

Let me here obferve by the bye, how frequent it is to fee people

blame the greateft miniilers rafhly, and impute to them the mofl

abfurd opinions concerning the mofl fimple matters. How much

have the miniilers of France been laugh'd at, for pretending to for-

bid the exportation of coin, to pay the balance of their trade ?

They did not forbid the exportation of the coin for paying of their

debts : On the contrary, the King has fometimes had his bank-

ers, whofe bufmefs it was to fend coin to Holland for that purpofe

as we fhall explain in another place. This, I think, is common

fenfe.

If the ridicule is turned againft thofe ftates, who forbid the

melting down and exportation of coin, where coinage is free, I

muft alfo make anfwer, that there the prohibition is laid on, to fave

to government the expence of perpetually recoining what is melted

down, or of coining the foreign fpecie, imported in return for

that of the nation which has been exported without necelTity.

Let
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Lcl lis next examine the confequence of intpofing coinage by

law, when the plan is fo laid down (no matter how) as not to be

fruilrated by the total defertion of the mint.

Is it not evident, from the principles laid down in the firfl chap- How coia-

ter, that, in this cafe, the value of the coin muft rife, not only
J^J

wflueti-^

with refpe6t to bullion, but with refpedt to every commodity : or of inland

in other words, that the prices of commodities muil fall univer- ties,

fally with refpedl to the denominations of the coin. For who
will pay the fame price for a commodity, after he has been obliged'

to pay per cent, to purchafe the price with which he muft

buy ? But the moment the great operation of the general coinage

is over, and that trade begins to work its former efFecls, while

the balance of it is fuppofed to remain unfavourable, all prices

will return to their former rate, with regard to the denominations

of the coin, by the operation of another principle. The new coin

procured at fo much coft will then fall to the price of bullion
;

that is to fay, all the price paid for coinage will be loft, and
confequently money will return to its former value ; or in other

words, prices will be made to rife to their former height ; becaufe

then no body will be obliged to pay — per cent, to procure the price.

Now, it is the effedi; operated upon prices by the return of a fa- a cafe not

vourable balance, when coin regains an advanced price above bul- "^^ ^^ ""^^^"^^

lion by the influence of commerce, which my theory does not theory, but

reach to. I cannot difcover a principle, which can force the prices tedfie'd'^y

of articles of inland confimption to fall and fluduate with the prices experiment.

of bullion ; becaufe I find them too clofely attached to the deno-

minations of the coin ; and that foreign commerce has not fuffi-

cient influence upon them. As that combination is beyond my
reach to extricate, I leave it to the decifion of experiment.

Flere a plain objection occurs againft what has been faid in tlie An obicaio.

twelfth chapter of the firft part, viz. That the wearing of the Eng-
''"''^'^"^*^-

lifh coin has the effect of raifmg the price of corn in the market,
which would be made to fall upon a reftitution of the coin to legal

weight. But the anfwer is plain. In the former cafe, the dimi-
VOL. IL F nution
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nution of the value of the coin was fuppofed real and permanent

;

in which cafe, with time, it works its effects of raifing prices

without doubt : but here the augmentation is not real, and the

fludluations of the value of the coin with refpeft to bullion, are

both imperceptible to any but merchants, and at the fame time

fo uncertain, that they have not time to work their efFecTis upon

the price of other commodities.

Were a balance of trade to continue long favourable, and were

coin to preferve, during all that time, the fame advanced value

with regard to bullion, in that cafe I have little doubt but the value

of that univerfal commodity (bullion) in conjunftion with the

operations and influence of foreign commerce, might reach inland

markets, and reduce the price of commodities. But this is fel-

dom the cafe (as I am apt to believe,) and in proportion as it is fo,

more or lefs, will a duty on coinage influence the price of com-

modities.

Coinage af- Coinage therefore ought, upon many occafions, to be confidered

^Tke o/ ^s aiFeding hnmedmtely the price of bullion only, and that of com-

buiiion im- moditics indireclly : whereas the diminution of the intrinfic value

™d that of of the coin, by immediately affecting price, mufl confequently af-

Z^Tadt' fed the rate of every thing which is given for it.

refliy. Let US ucxt examine the confequence of impofmg coinage by

the influence of the principles of commerce.

Confequence The method here is to leave every one free to do with their coin,

of SiSr ov with their bullion, what they pleafe. Do they incline to melt

impofed down or export the coin, they may have entire liberty to do it : no

fent. penalty ought to be impofed, other than that which vaII necefTarily

follow, viz. the expence of procuring new coin.

In order to make our reafoning here more diflind, let us form

a fuppofltion with regard to a new regulation of the Britifh

coin.

The prefent confuiion has convinced every man, that a reforma-

tion of the coin is necefTary ; and the opinions of thofe who have

writ beft upon that fubjetft feem to be divided upon one main ar-

ticle.
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tide. The metals are difproportioned in the coin, the gold being

thereto the lilver, as i to 15.21, infcead of being as i to 14.5-. By

law, 113 grains of gold are made equal to 17 18.7 grains of filver.

One party would have the filver adjufled to the gold 5 the other

would have the gold adjufled to the filver. This is the queftion, in

a few words. Now, fuppofe a middle courfe were taken, and that

the ftandard were to be fixed at the mean proportion of thefe two

values; that is, at the value of the half of 1718,7 grains fine

filver, added to the half of 11 3 grains fine gold ; which, in the

firfl part of this book, we have fhewn, by many arguments, to be

the only method of preferving an equality in the money-unit ;

this will make the new pound confill of 1678.6 grains of fine fil- - -

ver, and 115.77 grains fine gold : and this is alfo a fort of medium
between the two opinions.

At that rate, the pound troy ftandard filver muft be coined into

63 fhillings and 6 pence, and the pound troy fiandard gold into

46 guineas, or pound-pieces, each worth 20 fliillings.

Now, if upon both fpecies 8 -per cent, coinage were impofed,

(for as all this is a pure fuppofition, it is no matter at what rate

the coinage be ftated) then the mint price of the pound troy fine

filver muft be fixed at 63 x. i i- d. and the mint price of a pound

troy of fine gold at 45 l. ^ s. 1^ d. fterling.

Suppofe then (as an example) that the mint price of fine That bui-

bullion fhould be fixed at 8 per cent, below the coin in England j
|'°° ^*.

o ' brought to

What principle could oblige people to carry bullion to be coined \ the mint

I anfwer, When the balance of trade is favoiirable for England,
-3 f^vJuJ.^

that balance muft fooner or later be paid in bullion. If trade ftill
^^^^•

continues favourable, after the firft balance is paid, what ufe can

thofe who have the bullion make of it, if there be no demand for

it to work it into plate ? To export it, by employing it in trade,

does not remove the difficulty ; becaufe, while the balance ftands

favourable, export as much as you will, more bullion muft enter

than it is poffible to export, in the way of trade ; for we do not

fuppofe that in expordng it, it is to be given away gratis. The
F 2 bullion,
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bullion, therefore, not being demanded for exportation ; not beingp

permitted to pafs current for money ; and not being demanded for

making into plate ; mull be employed fo a& to be profitable to the

owner one way or other. For this purpofe it mull be lent, or em-

ployed within the country for purchafmg fome fort of efFecSts w^hich

produce an income. For this purpofe the bullion mufl; be coined,

in order to render it capable of circulation, and of becoming price.

At all times, therefore, when in a country there is bullion, not

demanded as fuch, the proprietor carries it to the mint, he fells it

at the mint price ; and as this mint price is ftated at 8 per cent, be-

low the price of coin, he gives it for the price he can get for it

:

this he does without regret, becaufe, if next day he fhould want

to change his coin into bullion again, he will find it in the market

at the fame value.

If it be farther objected, that rather than carry it to the mint at

8- per cent, difcount, people will lend it to foreigners : I anfwer, that

if it be lent to foreigners, this lending will turn what we call the

balance of trade againll England, and then certainly no body will

carry bullion to be coined ; for in which ever way it happens that

more bullion is exported than is imported, in every cafe the price

of exchange and of bullion muft rife ; and this is conftantly con-

flru6ted, though very improperly, as a balance of trade againfl

England ; which, to mention it by the bye, is another reafon to

prove how ill people judge of the profperity of trade by the courfe

of exchange, fmce the lending of money, as well as the paying

of debts, equally turns exchange againfl the country.

Bullion, therefore, never v%rill be carried to the mint, when it

can be difpofed of above the mint price ; and both theory and ex-

perience, over all Europe, where, England excepted, coin-age is

impofed, proves, that bullion is carried to the mint, and fold be-

lov7 the price of coin, weight for weight of equal finenefs.

Mow the By fixing the mint price at 8 per cent, below the value of the coin,,

ofthemmls
'^^ ^^ not ncceffiiry that this price be made invariable

:
a power may

may be ai- be lodgcd fomewhcre, by the Hate, to make deviations from the
>°"'^'^ '"^

llandard
ry.
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ftandard price. A war breaks out ; large quantities of coin are

exported ; fpecie becomes fcarce : May not the flate, at fuch a time,

deliver coin at the mine at the current price of the bullion ? Let

matters come to the woril, the price can never poffibly rife above

the prefent value, to wit, that of the coin, when it is preferved at

its true weight. If peace returns, and trade becomes favourable,

the mint may then be ordered to fmk its price, in proportion ta

circumllances. In fhort, the mint may receive bullion at different

prices, at different times, without occalioning the fmallefl con-

fufion by fuch variations in the intrinlic value of the current fpecie,.

which muft conftantly be the fame. It is of no confequence to

any perfon who receives itj whether the coinage cofts nothing, or

whether it cofls 8 per cent.

By this method of impofing coinage, all the advantages, reaped influence of

by France may be reaped by England. The bullion will be allowed
of'fn," ^fin'^

to fall as low as with them, when trade is favourable. If it rifes, coinage on

upon a wrong balance, th-e mint need not be flopped, in cafe coin commo'di
°''

be found wanting for the ufes of the flate ; and when that necef-!'"'
''"'^^^^'

_ _
Jiie or the

fary demand is fatisfied, the mint price may be reduced again. po"nd ftes>

I do not fee how the value of the poimd flerling can be any-
'°^*

wife influenced by this plan of impoling coinage : becaufe the

impofition is not arbitrary ; nor can it either add to or take from
the mafs of the metals appointed by flatute to enter into the coin.

The only poffible influence coinage can have upon the value of

the pound flerling, is by lowering the price of commodities. If it

has this effed, I flill agree that it is the fame thing as if an addi-

tion were made to the metals in the coin. Experience alone will

refolve the queflioa : and if by this it is found that prices are

not affet^ed by it, then we may fafely declare, that no variation;

has been occafioned in the value of the money-unit, and confer

quently no injury done to any interefl within the flate.

This propofition, however, requires fome limitations. The
prices of commodities, certainly, will not be affecT:ed immediately by
the impofition of coinage, ia the v/ay it has been propofed to lay
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it on ; but I do not fay that, upon fome occafions, they may not

be affected by flow degrees.

When the balance of trade at any time has flood long favour-

able 'for England ; when the coin has remained long confiderably

above the price of bullion ; and when, confequently, the mint has

been well employed ; then the value of commodities, as has been

faid, may become influenced by the operations of foreign com-

merce, and be funk in their price. Yet even here this confequence

is by no means certain ; fortius reafon, that what turns the balance

of trade in favour of a nation is the demand which foreign mar-

kets make for her commodities : now this demand, as it raifes the

value of her coin above her bullion, fo it raifes the price of her

commodities, by increaflng foreign competition to acquire them.

Thefe combinations are very intricate, and more properly belong

to the doftrine of commerce than to that which we are now upon.

I have thrown them in here, for the fake of extending the prefent

theory a little farther, and for enabling us to account for appear-

ances which may happen upon the impofition of coinage, fup-

poflng it fliould be thought proper to make the experiment.

C H A P. V.

How an Experiment 7nay be made to difcover with Certainty the

real EffeEis of the Impojition of Coinage.

E have dwelt very long upon this part of our fubjedt, and

after all our endeavours to elucidate the principles which

ought to decide whether or not the impofition of coinage will raife

the value of the pound flerling, in a kingdom which, like Great

Britain, is in a mercantile correfpondence with nations Vvrhere

that duty is introduced, we have ftill been obliged to leave the final

decifion of the quefliion to an experiment.

By
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By that alone it will be clearly difcovered, whether coinage will

have the efFedl, imo, of finking the prices of commodities, to the

prejudice of manufadurers ; 2do, of raifmgthe price of the pound

ilerling, to the prejudice of all the clafTes of debtors within the

nation ; and '^tio, of hurting trade, by putting England under the

neceffity of felling dearer, without being able to fell as cheap as

before : or whether commodities will remain at their former prices -,.

the pound Ilerling at the fame value ; and England be enabled to

fell dearer to foreigners, when her commerce is favourable, with-

out being obliged upon other occafions to fell one bit dearer than

at prefent.

I fliall now give a hint concerning a proper method of marking

the experiment.

Suppofe peace * reftored, and a balance of trade favourable to Eng- The plan of

land ; that government fhall take the refolution to fet about the mempro-

reformation of the coin ; that they fhall publifli the plan of re- po^^d.

formation three years before it is intended to commence,^ according

to what was propofed in the 1 4th chapter of the firft part ;, that

they fhall make a change in the mean time upon the regulation

of the mint, by ordering all filver coin, and all guineas, except thofe

of George II. to pafs by weight ; that fhillings fhall be ordered ta be

coined at 65 in the pound troy ; the mmt price, when at par with

the coin, remaining as at prefent with regard to the gold, and

raifed to 65 new pence per ounce with regard to the filver. This,

I imagine, will furnifh fpecie fufficient to the nation, and will make
no change upon the value of the pound fterling at prefent.

So foon as there fhall be a few millions of filver coined free, let The confe-

the mint price both of gold and filver be diminifhed, fuppofe 4 per
Jil^s^^y^ ^e

cent. This, I imagine, will in a fhort time give an advanced price '° '"^'^ '^^^

to coin, and fink the price of bullion ; which will have the effedl from abroad.

of recalling all the guineas of the late King from Holland and

Flanders ; becaufe coin being then dearer than bullion in England,

people will choofe to fend over current guineas to pay their Englifli

* Written in the year 1761,

5 debts,
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debts, rather than to remit bills of exchange. This circumftance

will naturally flop the coining of gold for fome time ; but if the

balance of trade lliall continue favourable, the mint mull:, in time,

he fet a-going.

During this During this period, a ftric^ attention muft be had to the ftate of
experiment, . ,.,. ,„. -, . . rit i

a ciofeatten- prices. It IS plam, that fcoppmg the commg of gold ought not to

had tTthe'^'^
^^^^^ them fnik ; fnice the daily augmentation upon the quantity

rate of Qf i\-^q gold coiu from abroad (which will not cofc any coinage) will,

1 imagine, be fufScient to compenfate it. If, therefore, prices fliall

be found to fink notwithftanding, this efFeft mufl proceed from a

combination among the merchants. An intelligent flatefman will

quickly difcover the true flate of the cafe.

And if they If tl"^e fmking of the price is a necefTary confequence of the im-
srary, how portion of Coinage, it will perhaps manifefl itfelf by the following

the true fymptoms : i?«o, The profit of the Englifli merchants upon goods
eaufe Qf.it,

^^pQj.j.g(^ ^yjlj be the fame as before. 2do, The price of the goods

exported will be the fame as before in foreign markets. And 3/io,

Exchange will mark as many -per cent, favourable for England as

goods will have fallen in their price at home.

If the fall of the prices be forced, by a combination among the

merchants, their profits v/ill be greater ; and very probably no

variation will appear upon the exchange in favour of England.

Let, therefore, the courfe of exchange be attended to, and by

this the minifler will be able to judge, when filver and gold are

to be brought to the mint. The moment exchange, and the price

of bullion in the London market, fliall fhew that coin is near the

full price of coinage above the price of bullion, then the time ap-

proaches when the mint is to be fet a-going.

Farther con- I^ is to no purpofc to pretend to prognofhicate the efFed of this

fequences of change in the policy of the Englifli mint. Effects it will, certainly
t^is^expen-

^^^^^.^^^^ which every one will interpret according as their interefl

may diftate to them. But the ' principles of trade are now too

well known. Englifli miniflers are too well inflrucfted in the theory

of it, and too fliarp-fighted to be deceived by appearances. A trial

of
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of a few years will render the confequences of this innovation

perfecT:ly clear ; and before the great reform takes place, the prin-

ciples will be fo well confirmed, as not to leave a ihadow of

doubt concerning the com'fe which is befl: to be followed.

The filver coined in the interval, at 6^ fhillings in the pound troy,

may then be rated at its juft value, in proportion to the new pound •

fterling, and may form a denomination by itfelf, eafily to be diflin-

guifhed by theftamp. If it ihould happen to fall into inconvenient

fradions, let it be called in, and received at the mint above the

rate of other bullion : the lofs will not be confiderable ; and it

cannot be expe<R:ed that any plan can be propofed which is liable

to none..

Another method is, to coin, during the interval of the three

years, fhillings of the weight adapted to the new regulation, and

to give them a value proportioned to the prefent currency, in the

mean tim.e.

In whatever way the experiment be made, by the impofition of

the price of coinage, a great expence will be faved to the ftate, the

expence of the mint. The national coin will be kept at home,

and when exported, will be preferved from the melting pot. This ^

is the cafe with the French coin. Why are louis d'ors worth as much
as guineas in many foreign countries ? It is evident that they are

not intrinfically worth fo much by 4 ^ per cent, but they are vir-

tually, fo in the eyes of money-jobbers j becaufe, being exported

from France while coin is fallen low by a wrong balance of

their trade, they ftill retain an advanced value, for this reafon, that

when fent back, upon a revolution in trade, they are better than

bullion, by all the advanced price of the French coin, at a time

when their balance becomes favourable ; and for this reafon they

are fought for, and are paid for in proportion : whereas any bul-

lion, or any coin whatfoever, is as good to fend to England as her

own proper fpecie ; which occafions the guineas to be melted down
without the fmallefl regret.

VOL. II. . G It;

I
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Can we efU- It wonld be a curious inquiry to examine the proportion of md-

weahifof a^-^y coined in England ^.nd in France, and to compare the quanti-

naiionby 'ties coincd Avith the quantities in exiftence. People commonly efti-
the quantity , - , ,, ." .... , . /.
cf its coin ? mate the wealth of a nation by the quantity of its coined money.

Some go farther, and imagine that the quantity of the coined mo-

ney is the' reprefentation, and even the meafure of its wealth,

I cannot be of this opinion, for reafons which Ihave given in ano-

ther place ; but I Ihall only obferve here, that coin, like every other

thing, is made in proportion to the occafions people have for it.

The iTiore equality there is between induftry atid confumption in

any nation, the lefs coin they have occafion for, in proportion to

the alienations they make ; the 'more a nation is given to penury

, and hoarding, their occafions for coin are proportionally greater.

An example will make this plain. Suppofe two markets in a

. t:ountry, where pa^er does not circulate ; that looo people come

to the one to fell, in order to buy 4 that 500 refort to the other, with

an intention only to fell, and 500 others only to buy. In the lall

example, it is evident, that there muft be brought to market, iii

jfpecie, the price of all the goods offered to fale, or elfe a part muft

remain unfold : but in the firft cafe, a much fraaller proportion

will fuffi.ce ; becaufe no fooner hasany one fold the goods he has.,

than he buys from another what he has occafion for ; and fo the

fame money circulates from hand to hand, fo much, that if we

, fuppofe everyone of the thoufand perfoiis to fell for the precife

value of what he buys, every man will carry home the fame fum

of money he had in his pocket on coming to market. Thofe who

begin by felling, will carry home their own coin ; thofe who begin

with buying, will replace what they had with the coin of other

people.

In proportion, therefore, to the trucks of commodities for com-

modities, money is the lefs neceflary ; and in proportion as people

fell, in order to realize, coin is the more neceiTary. When hoard-

ing was in falhion, and when lending upon interell was little

known,



G^AP. V. OF POLITICAL OE CO NOMY, 45

known, had alienation been as frequent as at prefent, the total of

coin mull have been much greater. At prefent no body hoards,

where lending at intereft is lawful, except in nations where credit

is precarious. This was the cafe in England about 1695-, and is

perhaps the cafe at prefent in France *. Hoarding from this mo-
tive is more hurtful than from any other: becaufe, at the fame
time that it deprives the public of a circulating value, by prevent-

ing the lending of the coin of the nation,- it alfo prevents bullion

from being lent by neighbouring Hates, and from being carried to

the mint by thofe who have it at home. Whereas hoarding from
avarice has none of thefe inconveniences; and when credit is

good, there will always be found coin fufficient ; becaufe a demand
for it will always procure it.

Why is there fo little coin in England, in proportion to whatjuftaswe

there is in France? Does any man imagine that this is a mark of"" ^^'n^ats:
' "-" a man s

poverty? By no means. Let the Hate profcribe the currency ofeftatebythe

paper money, the coin will quickly return ; becaul^ then it will hTs'purfr

be demanded. But at prefent the paper fupplies its place, and fo

it goes abroad.in order to gain more • whereas in France it remains

at home,, and produces nothings. The wealth of a nation can no
more be eflimated by the quantity of its coinj than the wealth of

private people by the weight of their purfe. Were a perfon, from
that circumftance, to calculate the wealth of the Britifh courtiers,

aifembled at the Groom Porter's, Ke would find himfelf grofsly

deceived in his conclufions,

.

* In.: 17^0,

G a.
- GHAP^;
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C H A P. VI.

"Mifcellaneotis ^efiions and Ohfervatiom concerning the DoBrine

of Money and Coin,

IN deducing the principles of every branch of politics, it is of

great importance, at fetting out, to treat every one Separately j

to avoid intricate combinations of circumllances ; and to learn

how to diftinguifh betv^een the operations of the general principle

in queftion, and the influence of an accidental circumllance, which

.may throw the decifion of a particular cafe upon a principle dif-

ferent from that upon which our attention is fixed at the time. Let

the combination and complication of circumllances be ever fo great,

all and every one of them conflantly remain under the influence

of one principle or other.

The great art, therefore, is. to have the whole plan of the fcience

fo ready at command, as to be able to combine and apply every

principle of it to the cafe propofed.

From, this we difcover of what importance it is to be exactly in-

formed as to fads, and how utterly infufficient the bell theory is

in the hands of anyperfon, who is not at the fame time a thorough

pra6litioner in the political fcience.

In treating of the application of principles to particular cafes,

we mufl conflantly go upon this hypothefis, that in the cafe

propofed there are no unknown circumftances, which may be re-

pugnant to the exadl combination of thofe which have entred into

our fuppoiition.

The ufe of The ufe, therefore, of a mifcellaneous chapter, after the deduc-

a mifcelia- ^^^^ ^f ^^^ general principles is over, is to ferve as an exercife

"eTT'rhe^^ upon them.' This is done by introducing queftions which may

fubjea.^' tend to illuftrate or explain the matters already treated of, and

which
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which have not been introduced in the body of the Avork, for fear

of rendering combinations too complicated, and of drawing the

attention from the main objeft of inquiry. When a particuhir ap-

pearance, alfo, feems to contradi6l a known principle, that appear-

ance may here be anahzed, and the particularity of the cafe pointed

out, and ranged under the principle which influences it. Numbers

of objedions alfo occur to readers of fuch inquiries, and which

even naturally occur to the author himfelf, although he be obliged

to take no notice of them at the time, for fear of interrupting his

fubjecT: ; thefe may properly find a place in a fubfidiary chapter.

It is, however, to no purpofe to attempt to exhauft any political

fubjedt. The combinations of circumflances are infinite; and

therefore people mull content themfelves with deducing all the

principles by which they may be refolved, leaving the reft to the

reader's ingenuity.

Quest. I. The firft queftion I fliall propofe for illuftrating thisQueft. r.

fubjec^Ihall be, Whence it comes to pafs that the dodrine of mo- the^ doarine

ney is fo extremely difficult and involved ?
of ^°^^y
appear io

ANSW. This I afcribe chiefly to the introduction of a money- intricate ?

jargon, employed by people who have had the management of Anfw. Be-

mints, or who have been pradical merchants, without knowing
p^rp^ig^gj

any thing of the theory of their bufinefs. withjargoa.

As long as money went by weight, and was confidered as gold xhe deno-

and filver bullion, the whole dodtrine of it remained clear and minations of

coin are

intelligible : but the introdudion of a numerary value, or denomi- confounded

nations of money of accompt, fometimes attached to one quantity
JJJ[,,|J JJ°g

of the metals, fometimes to another; and the intereft of Princes, of if-

•which made them endeavour to perfuade their fubjec^s that the

ftamp of the coin was fufficient to give a value to it .; has both in-

troduced an unintelligible language, and has really involved the

fubjed with fo many extraneous circumflances, that when we con-

fider every thing, the perplexity is not much to be wondered at.

I fhall now endeavour to reduce all thefe perplexities under fome

.generall heads,

imo^ The
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metal.'^mo- iwo, TIic firft is, confounding ideas quite different in tliem-

-

Bey, com,
{gjygg^ ^jjg terms ' ^old 2Lnd' fiher, montrof accompt, com, bullim, and -

bullion, and "^ -^

,

price, are pnVd", are often underflood and made ufe of as fynonimous, al-
all confider

ed as fyno-

nimous.

What is

meant by

inttal?

What by
money P

V(/hat by

"W^atby
p-ixe P

though no things can be more different.

The terms^o/i/ and 7//i;^r ftiould convey to us no other idea than -^

that of pure phyflcat fubilances.

That of nmiey of accompt reprefents an invai'iable fcal€ formea-

-

furing value.

Coi?2 conveys the idea of the public authority afcertaining-the :

exa6t proportion of fine and alloy in a mixed metal, and the real--

izing, in a determinate weight of it, the invariable fcale of money,-

.

fometimes correcfbly, fometimes incorrecSlly.

Bullion carries the idea of certain determinate mixtures of the'

metals, c6mmonly afcertained by fome public ilamp or other, ,

and drawing their value exactly from the proportion of the fine

metals they contain, the workmanfliip being confidered as of no

value.

Price, again, when confidered as confiiling in coin, is a more

-

complex idea fi:iir. In it are comprehended the value of the metals ;

the authority of the fl;amp for the currency ; the a(5lual value of

the coin as a manufadure, above the value of it as a metal; the

common and univerfal equivalent of all things alienable ; and the

mean value of. the currency of ^hich. price is fuppofed to contain

exaft aliquot parts, when perhaps it does not.

The ideas, thei'efore, oi gold a.nd fther, of ffiojiej, of coin, of bul-

lion, and of price, are all different ; they are commonly confound- -

ed, both in fpeaking and. in writing : from this arifes the firit caufc

©f perplexity.

Tlie abufe zdo, The fccond is owing to the common method of eftiraating

n>/anT^ the value, and the proportions between gold 2.nd Jilver; coin and

bullion ; }?ioney and merchandize. The terms ufually employed to ex-

prefs fuch combinations are, rifmg 2.n^finking, or the like: people

employ thefe terms, without previoufly agreeing upon the thing

-which they are to confider as fixed^ The value of one of the pre-

cious
6

fmking.

inaccuracy

cf fpeech.
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cious metals is conflantly relative to that of the othei- ; afid yet,

without attending to this, we fometimes confider the gold,

and fometimes the filver, as the common meafure-; and while

one is talking of gold as a common meafure, the perfon he

talks to is confidering it perhaps as the thing meafm'ed. This in- ^

accuracy, in fuppofing fometimes the one as fixed, and fome-

times the other, involves us in great Obfcurities ; efpecially when

we fpeak upon fuch matters with thofe who have not diflindl com-

binations of ideas: and if three or four people are engaged in a

converfation upon money, every one uling tlie fame term in a dif-

ferent acceptation, the confulion which it caufes is inextricable.

In like manner, when we fpeak of coin and bullion, that of the

two ought to be confidered as fixed which changes its, proportion

.-of value the leall with refpet^ to all commodities.

Were prices attached to grains of filver and gold, bullion ought Prices nt-

in that cafe to be confidered as fixed: but as they are more at-
'j"^'^^'^ ''^

^ denomiua>"

tachedto the denominations of the coin, coin ought to be confi- tions o£

dered -as fixed.
^°'°-

In the next j^ace, in fpeaking of coin and commodities, we fay,

..for example, that the impofition of coinage makes the prices of /«5-'i«f"
commodities fink. We do not, in this cafe, fpeak correfftly : be-'^^'^°''^

^ proper ex-
-caufe if any thing ought to be confidered as fixed, it is the relative preffionthati

proportion of value betyeen the different forts of commodities. tbTpfLo/

In this cafe, therefore, I think it would be more proper to fay, that """'"o^'''"-

coinage raifes the value of coin, than that it finks the value of

-commodities.

To prevent the ambiguity of fuch expreflions from cccafioning How to a-

confufion, and not to depart too far from common language,
Ia°'b/u^|i

have frequently fpoken of commodities as rifing and finking in '^^ fpeeeii.

their values with refpe(5l to coin ; but I have at thi^ fame time ob~

ferved the influence which that rifing and finking has upon the

rifing and finking of the value of the pound fterling realized in ic.

I have not, however, concluded with equal certainty that the ^ cafe

Mifing and finking in the value of bullion, luith refpecl to coin, ought To/be re-'

iolved by
'^ ihis theory.
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to imply any change upon the value of the money-unit ; becaufe

I have not been able to determine whether prices ought to be con-

fidered as mofl attached to the denominations of the coin, or to

the grains of the metals : except indeed in one cafe, to wit, when

the quantity of the metals comes to be augmented or diminifhed i

in the coin. In that cafe, Ihave not helitated to decide that, foon-

er or later, the influence of trade mufl operate a rife or a fall in

the current valUe of the fpecie, which will be marked by an appa^.

rent rife or fall in the price of all commoditiesr

inTpeaking, ^tio, Gur comparing the value of filver fometimes with the pure

difthTuilh i"netal, f6metimes with- that compounded with alloy, involves us
between frequently in a language which is hardly to be underflood.:

TnTt^at
^ Says one, a pound of fiiver, troy, is worth 6y fhillings. He means

mSwith apound of fine filver. We in England, fays another, coin our.

alloy. pound troy of filver into 62 fhillirigs. He means the pound of

ftandard filver, which contains 18 penny v/eights of copper. Says

a third, our pound of fiiver, which we coin into 62 fhillings, is

not worth 57 .'. 6^. He underftands the fhillings of fine filver of

the fame weight with thofe of fl:andard filver. Aiiother affirms,

that an ounce of flandard filver, which, at the mint, and in the

coin, is worth no more than 5 j. 2 ^. is worth in the market 5 j-.

6 d. He means, tliat one muft pay at that rate for filver bullion,

when they purchafe it with over-rated gold. At lafl comes Mi^.

Cantillon, who, as a proof of the decline of the Englifli com-

merce, affirms to us, in his Analyfis of trade, p. 133. that both

filver and gold bullion are dearer in the London market than in

the coin : at the fame time, he might have difcovered the caufe of

it, from the lightnefs of the gold and filver currency at the time

he wrote ; fince the phsenomenon could proceed from nothing

elfe : the new guineas muft then have been fent abroad. Says a

Frenchman, one of our crowns of 3 livres, which pafTes for 60 fols,

is intrinfically worth no more than $6 4 fols. He means, that the

fine filver it contains is worth no mor^ than 56 4 fols, according to

the mint price of the fine metals.

4I0, Another
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4/0, Another caufeof perplexity in the money-jargon, is the pro- of the abufc

digious abufe of the terms which exprefs the denominations of
"^tj '^ []^^

^'j^J

the coin, or the numerary unit. denomina-

tion or coins,

French hiflorians write familiarly of fums of money in hvres

and crowns, through all the llages of the monarchy. Englifli

writers (for the moil part) do the fame, in fpeaking of pounds

fterling. Nothing however is more different than the ideas expref-

fed by the fame term.

Were any perfon, talking of lengths and diilances, to ufe the This iiiu-

word foot, fometimes to lignify yard, fometimes perch ; or to ufe
an'^exampie

the word mile, to fignify fometimes league, fometimes inch, and

fometimes fathom ; who could comprehend on^e word of his dif-

courfe concerning the matter I Would we not even laugh at fuch

a perfon, for pretending to inform us of any thing concerning

lengths or diftances.

If any change be made upon the value of the money-unit of a

country, which is called a pound ; in propriety of language, it can

no more be called a pound, after the change, than it can be called

a rhinoceros.

^to, Another reafon for the obfcurity of money-jargon, is the Farther ob-

manner in which writers exprefs themfelves, when they fpeak of[^"'"'°^

variations in the value of money. Upon this occafion, fays one, abufe of

ihe King raifed the money 5 per cent. What does this mean I No ^"suag«»

man living can underiland the exprellion ; becaufe it may lignify,

tiiat he raifed either the denomination of the coin, or the value of

the unit. If he raifed the coin, he debafed the unit : if he funk the

coin, he raifed the unit. A crown of 6 iivres is a coin : a livre is

the unit. If it is faid, the 6 livre piece is raifed; that is as mucli

as to fay, it is made to be more than 6 units ; confequently, as the

filver in the piece does not change its weight, it follows, that the

unit, or money of accompt, is diminillied. On the other hand, if

it is faid that the livre is raifed, it implies that the crown, which

contained 6 Iivres, is made to contain lefs than 6 units; therefore,

VOL. II. H the
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the value of the unit is raifed ; that is, it is made to contain more
filver than before.

How to Writers, therefore, to be diftin(5l, ought never to mention thefe

abufe^"*^^
matters, without removing the ambiguity, in favour of readers

of all denominations. As for example : The King raifed his coin,

and debafed his money of accompt. For this reafon the French

expreffion is good, and eafily underftood ; augmenter la njoleur mime-

raire des tfpeces, is liable to no obfcurity.

There are alfo tvvo terms ufed by French writers, which appear

fynonimous, and yet are diredtly oppolite j affoiblissement, et

DIMINUTION de la monnrjie. Such terms are perplexing, and ought

either to be . avoided, or conllantly explained. The firll fignifies the

coining the fpecie of the fame denomination lighter in the metals-

than before : the laft fignifies the lowering the denominations of

the coin already made. The firft therefore diminifhes, the fecond

increafes the value of the unit, whidi is the livre,.

Queft 2d, Quest. II. What is the difference between the effe6ls produced'

dlfference^^ by raifing the value of the coin by the impofition of coinage, and,

between rai- raifmg the denomination of it ? This queftioii is propofed as a fur-

//.'Afcoin, ther means of rendering the money-jargon intelligible,

clin!!l''e° and Answ. The impofitioii of coinage, when it gives an advanced
railing the yaluc to coiii abovc the metals it contains, is very different from
denomina-

tion of it ? that advanced value which the coin appears to receive when the

Sovereign arbitrarily raifes the denomination of it ; or as the

French call it, when he augments its numerary value.

i^nfwer. When the impofition of coinage gives an advanced value to the

Tiiefirftis
(^qjj-^ abovc the bullioii it contains, that value becomes real, and.

real, and

iitieas fo- extends itfelf to foreign nations ; that is to fay, the coin, fo aug-

ti^on";"t'he mciitcd as a manufa<5lure, mufl'be bought with more foreign coin
otiicr does ^y^-^ formerly. But when the denomination, or numerary value,

is augmented, the fame piece (though augmented in denomina-

tion) is bought by ftrangers with the fame quantity of their coin

as before. An example will make this plain.

4 Let
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Let us fuppofe the coin in France, in war time, reduced to the Proved by

value of bulHon, and that the value of a crovt^n of three livres,
^°' ^^^'"t''^-

by the courfe of exchange, fliould be then worth 29 .1 pence heavy

{ilver ileriing money ; if the bala,nce of the French trade ilioulcl

become favourable in general, and that coin ihould become 8 per

cent, dearer than bullion in the Paris market, then the price of

the crown of three livres will rife 8 per cent, upon the London ex-

change above 29 4 pence heavy filver Ileriing money, although

there be refpedlively no balance to be paid in bullion either by

England or France. But let the King of France ordain, that the

crown of three livres fiiall be raifed in its denomination to fix

livres, and let tlie coin at that time be fuppofed to be at par v/ith

bullion in the Paris market, the crown of three livres will then be

paid as formerly with 29 4 pence. That is to fay, the augmenta-

tion of the denomination will have no effect upon the value of the

coin in other countries ; whereas the augmentation afFeded by the

operations of trade, in confequence of the impofition of coinage,

is a real augmentation, lince it extends to foreign nations.

Now it is certain and evident, that the augmentation of the nu- How the at--

merary value has the undoubted efFe(5l of fmking the value of the '^.'""^.^^

numerary unit realized in the coin, and that upon fuch occalions ^"g.'he de-

v/e ought to fay, that the King has diminilhed the value of the of coin af-

livre, and not that he has raifed the value of the coin. But the ^^"^^ p'"""^^

' at home.

abufe of language has made people conlider the livre as the thing

fixed, and therefore the coin is conlidered as the thing which rifes

and fmks. The confequence of this is, to introduce another abufe

of language. People fay, that the prices of commodities rife : I

aflc. With refpetfl to what? Not with refpedl to the pieces of coin,

but with refpedl to the denominations they carry : that is to fay,

with refped to livres ; although the livre be confidered as the thing-

fixed. There is, however, a reafon why people exprefs themfelves

in this improper manner, which proceeds from the perplexity

and confufion of their ideas concerning money.

H 2 When



5i AN INQUIRY INTO THE PRINCIPLES Book HI. P. 2.

When the King of France arbitrarily changes the numerary

value of his' coin, commodities are fomid, by univerfal experience,

to Hick fo clofely to the denominations of it, that people are apt

to think that it is the King's will and pleafure, and not the metal

of Avhich the coin is made, which gives it a value. But commodi-

ties depart from thefe denominations by degrees, and fix them-

felves a-new at a determinate value of the fine metals, proportioned

to what they bear in foreign nations. This is brought about by

the operations of commerce ; and confequently, the rife of prices

not taking place till forae time after the numerary value of the

coin has been augmented, people accuflom themfelves to fay, that

the augmenting the denomination of the coin raifes prices, and.

that diminiiliing the denomination fmks them. But did all prices,

ftridlly adhere to the grains of bullion contained in the coin, and

not to the denominations of the numerary value, then language

would change, and no body would fpeak about the rifing and

finking of prices, but of the rifmg and fmking of livres, fols, and

deniers.

I hope, from what has been faid, that the difference between

raifmg the val:ae of the coin by impofing coinage, and the raifing

the nominal value of it by augmenting the denomination or nu-

merary value of it, is perfedlly underllood. The firft raifes the

value of the numeraiy unit, by giving a real additional value to-

the coin as a manufadture : the lafl raifes, for a v/hile, the value

of the numerary unit ; only becaufe the price of commodities^

being attached to the denominations of money of accompt, ftick

to them, tmtil the operations of trade reduce them to their true

principle.

Whenever, therefore, the terms rifing and finking are applied to

value, the thing which is faid to rife, is fuppofed to be the move-

able ; and the thing it is compared with, or with refpedl to which

it is faid to rife or link, is fuppofed to be the term fixed. Every

one, therefore, who reads books upon this fubjedl, ought, upon

all occafions where there is mention made of rifing and finking of

the
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the price of the gold, filver, bullion, coin, exchange, or commo-

dities, conllantly to call his eye upon the thing which is fuppofed

to be fixed, and retaining that in his mind, he will preferve his

ideas diftin^h.

Quest. III. Let us fuppofe that the impofition of coinage, whenQneiT. 2,

properly laid on, will not raife the value of the pound llerling
; thelmpon-

and confequently that it will not affed: the domeflic interefts of ''"^^ of com-
age affedl

Great Britain : it may be afked. What influence that impofition the creditors

will have upon the intereft of her foreign creditors, fmce it muft Briu'm?

afFeft exchange ?

Answ. The foreign creditors of the nation will thereby be gain-Anfw. if

ers, provided their intereft continues to be paid in denominations nu7to°be''

of pounds fterlinff, and not in a determinate number of grains of P^''^.'^^.'^^"
•^ " " nominations.

the fine metals, as was propofed to be done in the fourteenth chap- they will

ter of the firft part. The reafon is plain : upon all occafions, when
wdght'of''^

coin carries an advanced price above bullion, thofe who have '"^^^^' ^^^v
wili not

funds in England will gam upon exchange. This gain will no- gain, nor

v.'ife, I think, be at the expence of the nation, but at the expence
|o|-g

^^^^

of thofe foreigners who have occafion for paper draughts upon

London,

A creditor of England (in Holland I Ihall fuppofe) draws for a Proved by

thoufand pounds fterling, (the intereft of his Englifti funds) a^"
example,

Dutchman who owes a thoufand pounds fterling in London, buys

Iiis bill ; muft he not pay the creditor of England, not only the

intrinfic value of the bullion contained in the thoufand pounds

fterling, but alfo the difi'erence between the thoufand pounds

fterling in coin, and the bullion it contains, according to the

price of it in the London market ? This difference then, received

by the proprietor of the Englifti funds, is clear gain to him, and

is no lofs to the nation ; it is a lofs to the Dutchman.

Farther, every Dutchman who pays his debts to people refiding

in England, muft fufler the fame lofs ; that is,, he muft pay the

coinage, v/hich at prefent the ftate makes him a prefent of.

/ z Fron?
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From tliis I think it is plain, that while the balance of trade is

favourable to England, or at par, all remittances made by foreign-

ers, to pay their Englifh debts, muft pay the coinage.

The operation of this principle has not a little contributed to

facilitate the eftablifnment of the French credit.

How the ira- When France borrows, efpecially in war time, foreigners can
pof.tion of

j-gj-j-^^jj- (-0 Paris the money they lend nearly at par with bullion.
coinage ad- j j >

vances the Then they pay little or no coinage ; and v/hen peace is reilored,

France! "^^ coiu rifmg in its value, they gain annually io^zvA per cent, upon

their draughts for their intereft, to wit, all the advanced value of

Queft. 4. the coin, at no lofs to France.

*Is the plan Quest. IV. Is the preferving the pound Ilerling at the mean

propoVed value of a determinate weight of fine gold, and fine filver, a fure

w^i-ds"pre°' method of realizing the unit of money of accompt, fo as to pre-

ferving the
fej-ye it at all times invariable I

pound Iter- % • r
linginvA- Answ. I apprehend it is not ; although it feems to be the belt

"'''^'^
that can be devifed, upon fuppofition that the metals are to be

Anfw. No; \, ^,n r t- ir-i
but feems to made ufe of, as the moll proper fubltance tor realizmg the Icale.

Sadvew^ I '"^ave faid, in the beginning of this book, that the ufe of the

material mo- fcale was to meafure the relative value of things alienable. Now
"^^"

the metals themfelves being of the number of things alienable,

and their proportion of value being nowife determined, but liable

to augmentations and diminutions, as well as that of grain or

any other commodity, no fcale which is attached to them can

meafure any thing but their weight and nnenefs, and confequently

can be no permanent meafure for any thing elfe.

A fcale of Did the value of commodities rife and fall with refpedl to grains

value real- ^f ^|^g gj^^ mctals, in the fame proportion that they rife and fall

tal can ne- with regard to one another, the fcale would be exaci; : but if the

la s'^becaufe grains of metal can acquire an increment, and a diminution of

themetai yaiue, from circumflances entirely peculiar to themfelves, fucli
itfelf vanes ' ^ '

in its value, circumilanccs mufl; render the fcale they compofe inaccurate in

proportion.

Now
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Now we have feen how the impofidon of coinage enhances the ^- Frotnthe
- " manurac-

value of coin. The rifmg and fniking of the intereft of money has tuiing of ;r.

the fame effedt. The viciffitudes to which credit is liable has a ^ntereToV^

prodigious influence upon the value of the metals. The manners money.

even of a people, which can be determined by no principle, ope- manners of

rate the fame effedl. When people, for example, are given to ^ P'^^P'^-

hoarding, the- metals come to be demanded with more eagernefs,

that is, the coinpetition to acquire them is greater ; confequently

the value of them with refp^6f to all commodities, is greater than

when they are purely, confidered as money of accompt.

That fcale, therefore, is the only juit one, which meafuring the The only

value of the metals, like that of every thing eUe, renders every in- value irthTr

dividual of a ftate equally rich, who is proprietor of the fame num- '^^'^'^'^ ^^'^

_

-^
^

_ . .
mealure the-

ber of denominations of fpecie ; whether his wealth be in gold, metals like

iilver, or any other property or commodity. commodUy.

Now I agree that, at any given time, this is the cafe when the Explanation

fcale is properly attached to the metals ; but it is not permanently poriioV'

fo. A determinate property in land bears fometimes a greater,

fometimes a lefs proportion to a determinate property in money.

When the fcale is attached to the metals, he who is proprietor, for

inftance, of a thoufand denominations in coin, becomes richer or

poorer, according to the fludluation of the value of that commo-
dity, the metals. Whereas when the fcale is not attached to any

ipecies of commodity, nothing can change his proportion of wealth,

except the augmentation or diminution of the value of the whole

fcate. This idea is not fo diilindl as I could wiili: let me illuilrate:

it by an example.

Suppofe then: three partners (A), (B), (C). They form a com- by an- ex-

nion fcock by equal fhares
;
(A) contributes a thoufand pounds fcer-

^™^ "'

ling in current fpecie, (B) the fame value in corn, (C) a like value

in broad cloth. Let me fuppofe the meafures of rhcfe commodi-

ties to be expreffed by their proper denominations ; the metals by

grains, the corn by bufhels, the broad cloth b)' yards. I fuppofe

th,at at the end of the year 20. per cent, is gain:;d upon each article

of
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of Hock; that is, 2o/)^r cent, increafe upon the grains of metal, 20

per ce?u. on the bufliels of grain, 20 per cent, on the yards of broad

cloth. This fuppolition may be allowed. I aik, if it would not be

a much more equal way of dividing this profit, to reduce the whole

value of the grains, bufliels, and yards, to the then aftual value in

pounds ilerling, and fo to divide ; than if every man were to take his

2.0 per cent, out of that commodity he had furniihed to the co-part-

nerfliip ? This method of reducing all to a common meafure, is

what I underlland by an ideal fcale of money of accompt.

and by aa The bank of Amilerdam pays none in either gold or lilver coin,

to^hTbaTk or bullion ; confequently it cannot be faid, that the florin banco is

of AmHer- attached to the metals. What is it then which determines its value ?

dam.

I anfwer, That which it can bring ; and what it can bring when
turned into gold or fdver, fliews the proportion of the metals to

every other commodity whatfoever at that time : fuch and fuch only

is the nature of an invariable fcale.

How the I confefs I am not capable of analyzing all the complicated ope-

th^cofn^hi rations of trade in fuch a diftinc^ manner as to demonftrate how the

that bank univcrfal circulation of value, over the commercial world, fhould
renders the

value of it Operate this effed; and how the burymg, as it were, a quantuy of
iiioie liable.

^^^^ ^^^^ filver in a vault, fhould give a more invariable worth to a

florin, whofe value depends upon it, than if the metal itfelf was to

circulate in coin.

Thus far, however, I think I underlland, that the inipoffibility of

profiting of the rifing value of one of the metals (which is buried)

ought to find a compenfation at all times in a%^oiding the lofs upon

the other, which finks in its value.

Farther, the burying the coin both in gold and filver is in a man-

ner forming thefe two metals into one mafs ; this takes away the

variation in the proportion of their value, which principally, dif-

turbs the uniformity of their operation as a fcale. They cannot

either be confidered as commodities, becaufe they are taken out of

commerce entirely ; yet the permanent value of them remains.

ijpOn'tnat the bank money is fecuredj but it is not realized in it.

In
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In banks which pay m com the cafe is different ; becaufe the deno-

minations in their paper are liable to all the flucfluations incident

to the coin in which they pay. The bank money, therefore, of

Amilerdam is pure money of accompt, and has nothing of mer-

chandize in it from the metals in the vaults. The paper of all

banks which pay, rifes and falls in value, according to the cur-

rencies in which their notes are acquitted.

I leave the farther delucidation of this myfterious affair to people

of better capacity, and of more extenfive knowledge in thofe mat-

ters than I can pretend to.

To conclude, no material money, let it be contrived as it will, is

exempted from vicifiltudes in its value as a metal. This is proved

by the univerfal rifings and finkings in the price of commodities, in

confequence of circumflances peculiar to the coin. Thefe rifings

and finkings of prices, I fay, are properly rifings and finkings of

the value of the coin, and that again is a lengthening and con-

tracting of the equal parts of the fcale of value which is attached to

it. Now there is no fuch thing as any vicifiltudes in the prices of

all commodities with refpe(5l to bank money, although nothing is

more common than fluctuations in agio, with refpedt to current

money ; confequently, bank money has a property and a liability

in it, which no material money is capable of acquiring, and for

that reafon it is preferable to it, and is properly confidered as the ^^ ' ^ i: J Quest, 5.

thing fixed. _Wiii not the

Quest. V. Will not the impofition of coinage in England pre- coiMge^a"

vent, upon many occafions, the carrying bullion to be coined at
England

the mint, when it would be carried were the coinage free ? flop the

Ans w. Without all doubt. When coinage is free, every man who answ.

imports bullion runs w^ith it to the mint ; there it is proved, cut, and Certainly;

flamped to his hand, and at no cofl. Now to what purpofe all this balance of

expence ; why carry bullion to be coined, while the balance of
favouraWe

"

trade is againfl a nation, fince fuch bullion muft be re-exported, to-

gether with a part of the national ftock of the metals ? Befides, the

coining of it gratis, adds not the fmalleft value to the metals con-

VOL. II. I fidered
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fidered as a manufaiflure ; confequently, upon the exportation, the

whole price of coinage is entirely loft, and the national ftock of

coin is not thereby augmented ; nor would it be augmented while

trade is unfavourable, were five hundred mints kept conftantly at

work.

But this is The impofition of coinage, therefore, has thefe good effecTis.

toSgTanf Fii"ft> it prevents bullion from being coined, except when fuch

which coined bullion can remain in the country and augment the national

eiljoy"

'^"^^

flock of coiu. Secondly, as has been faid, it gives an additional

value to the coin, even in foreign countries, and thereby prevents

it from being melted down abroad, in order to be re-coined in other

mints, and thus augment the ftock of coin in rival nations.

I believe no body ever imports louis d'ors to be coined in the

Englifli mint (notwithftanding of the benefit there is in importing

gold into England from France, where the proportion of the metals

is lower) yet nothing is more common than to carry guineas to

every foreign mint, at the bare price of bullion. This is the rea-

fon why fo little Englifh coin, and fo much French coin is found

in circulation, in countries foreign to both thefe nations.

The coin of Louis d'ors, in confequence of the high impofition of coinage

France paffes
^^^ |.|^g French mint, pafs current, almoft every where, for more than

tions above their intrinfic value, even when compared with the coin of the very
its value as a

^^^.^^ wliere they circulate without the fandlion of public autho-

returns to j-jty ; and whcu that authority regulates their currency, according

saeke".^"^* to their intrinfic value, fuch regulation has the fame eiFe6t as for-

bidding them altogether ; becaufe the moment a money-jobber lays

his hand upon them at the ftatute value, he circulates them no

more ; but fends them either back to France, or to fome country

where they pafs, by a conventional value, above their intrinfic

worth. Thus louis d'ors, as well as all French coin, are effedually

prevented from being melted down, and fo foon as the balance of

the French trade becomes favourable, they return home.

Quest. 6. QuEST. VI. Is not this return of louis d'ors to France, upon the

lltmn flofs
balance of their trade becoming favourable, a lofs to France ; fince,

to France ? ill
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in that cafe, the balance of their trade is paid with a lefs weight of

bulHon than it would be paid with, were their coin worth no more

than bullion ; and fecondly, becaufe when the coin is exported to

pay the balance, it is exported upon the footing of bullion, and

when it returns it is paid back at an advanced price ?

The difficulty of refolving this queftion proceeds from the com- Intricacy of

plication of circumflances in which it is involved ; and the inten- Iioq.'^'^^

'

tion of propofmg it, is to fhew how neceffary it is, in practice, to

combine every circumflance in political problems.

I fhall therefore obferve, that fince, at all times almoft, French Refolutlon

coin palTes (out of France) for more than its intrinfic value, it is
"'

not well poffible to fuppofe that, even during a wrong balance of

the French trade, their coin can ever fall fo low as the price of

bullion ; confequently the French by exporting their coin, upon

fuch occalions, above the value of bullion, that nation is a gainer

of all the difference. This operates a compenfation of the lofs (if

any they fuftain) upon the return of their coin. In the fecond place,

when the balance becomes favourable for France, and when there

is found a profit in fending back the French coin, the demand that

'

is made for it, by thofe who want to pick it up in foreign coun-

tries, raifes the value of it there in circulation ; this again favours

the trade of France, and makes the difference of paying what one

owes to France in bullion at the market price, or in louis d'ors at

the advanced value, very inconfiderable ; which confequently pre-

vents merchants from finding any great advantage in fending back

large quantities of it.

Befides, when the coin returns, although it has an advanced

value, it has no advanced denomination. It was exported accord-

incr to its numerary value, and it returns upon the fame footing.

Farther, v/hen the coin returns as the price of French merchan-

dize, for the fame value it bears in the country, I cannot difcover

a principle which can make this appear to be a lofs to France. The

lofs therefore muft be upon the exportation of the coin, not upon

the return of it. But v/e have faid that if it be exported at a higher

I 2 value
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value than that of the bullion it contains, this mull imply a profit tO'

France. Confequently, the remainder of lofs upon exportation mull

be apparent, not real: It is a lofs to Frenchmen, who, in exporting,

the coin below the full value of it (coinage included) lofe a part

of what they had paid the King for the coinage ; that is to fay, they

It is no lofs lofe it fo far as they do not draw it back infull from the foreigners
to France.

^^ ^^]^q^ they owe ; but it is no lofs to France: on the contrary, it is-

a gain, as far as any part of the coinage is drawn back ; and this

is the cafe as oft as the coin is exported above the price of bullion.

Another Or in another view. This going out and returning of the French

quTftion!^''
coin, may be confidered as a lofs to France in this refpeft, that

when the balance of her trade is againll her, when her coin lofes

of its advanced value in payments made to Grangers for the price

of foreign commodities, thofe who confume fuch commodities in

France, muft confume them at an advanced price to themfelves,

but at no additional profit to foreign fuppliers ; becaufe as to thefe

lafl, the French coin, with which we fuppofe the commodities to

be paid, having loH of its value everywhere, cannot then purchafe

fo much as at another time, and confequently is not worth fo much

to the foreign fupplier who receives it. For the better underfland-

ing of what has been here faid, attention is to be had to the dif-

ference there is between a national lofs, and the lofs fuflained by the

individuals in a nation. The balance of trade is the national profit,

or the national lofs ; but the gains or lofTes of individuals, may be

compatible with either a right or a wrong balance of the trade of

the nation to which they belong. This will be fully explained when

we come to treat of exchange.

In this refpecfl, therefore, France may be fuppofed to lofe upon

exporting her coin, to wit, fo far as Ihe confumes foreign com-

modities at an advanced value ; but then I fay, that in this cafe

France lofes the whole price of the commodities, not the advanced

price only ; becaufe fhe lofes the balance of her trade. Abflrac^ed

from that, I fay fhe lofes nothing. Who lofes then the advanced

price ? I anfwer, the confumer of the commodity lofes it, and I fay

that
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that no body gains it. This is what, in the eighth chapter of the

fecond book, was called politive lofs, and it is owing to the anni-

hilation of a part of the advanced value of the coin, which the ope-

rations of commerce have efFe6luated.

In thefe refpe(5ls only can France be confidered as a lofer upon

exporting her coin; but in having it returned upon her, when at

an advanced price above bullion, the lofs is nothing ; becaufe the

advanced price then is a real value added to the coin, and there, is

no manner of difference as to France, to receive, for the balance of

her trade, an hundred pounds weight of her own louis d'ors, or an

hundred and eight pounds of ftandard gold bullion, at fuch times

as bullion is commonly carried to the mint ; becaufe the one and

the other weight of coin and bullion will anfwer the fame occa-

fions both in the Paris market, and in moll trading towns in Europe.

From thefe principles we may gather how effedlually the impo-

fition of coinage muft prevent the rnelting dov/n of the coin, pro-

viding a fufficient attention is had to preferve the denominations of

the coin in both fpecies at the exa(5l proportion of the market price

of the metals.

Quest. VII. The two metals being only valued by one another, quest, 7;

if the Englifh, by valuing the gold higher than the French do,
rl!iL°goId,

occafion the exportation of their filver, why fhould not the French, the Engiin^

by valuing their filver higher than the Englifli do, occafion thereby /iiver, why

the exportation of their gold ? And if the Englifh, by over-rating p^.g^^^'^g "
^y

their gold, prevent the carrying lilver to be coined at their mint, over-rating

why fhould not the French by over-rating their filver prevent the thdr go?/?

carrying gold to be coined in their mint ?

Answ. The Englifh over-rate their gold not only v/ith refpecT: to answ. Be-

other nations, but with refpe6t to the value of it in their own mar- ""'^f
'''^

' -T^ Lngliih rate

ket ; whereas the French preferve, in their gold and filver coins, t'le'"- gold

nearly the proportion between the metals as they are fold in their value of i! ia

own market. ''"'''. '''\
mnrh't, the

In France no body can profit by melting down either of the fpe- French do

ties, in order to fell it, with advantage, as bullion ; but in Eng- "hei,-'irver.

land,
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land, by melting the heavy filver coin, one may fell it in London

for more gold than the fame coin not melted can purchafe.

But here it is objeded, that although the proportion between,

gold and filver, in the Englifh coin, were fet upon a par with that

of the metals in the London market, ftill one fpecies may be ex-

ported with profit, providing the proportion be different in other

nations.

There is little force in this obje6lion, and were there any, it

would be an additional argument for the impofition of coinage

;

becaufe by this the exportation of either of the fpfecies, for the fake

of any fmall difference which may fometimes be found between

the proportion of the metals in the different markets of Europe,

would be prevented. This circumflance however requires a more

particular examination.

It is a principle in commerce, that the demand for any commo-

dity raifes the value of it ; and every nation knows how to profit

of a demand for what they have.

How the Whenever, therefore, one of the metals bears an under value in

of°the metals 01^^ nation, below what it bears in another, that under value makes
is kept that fpecies more demanded by ftrangers, and it confequently rifes
nearly the

fame in all in its value, cvcu at home.

marketT." ^y this principle the proportion between the metals in European
Becaufe markets is kept nearly the fame, and the fmall difference which is
when home ^ ^

, r r
demand dif- found docs not fo much proceed from the demand of foreign

proport^ion, trade, as from the tafte of the inhabitants. The foreign demand
foreign trade

jgj^jjg to fet the proportion even in all markets, and the internal
brings it

^

even again, demand for one metal preferably to another, is what makes it

vary.

The carrying the metals backwards and forwards is attended

with rifque and expcnce ; there is not, therefore, fo much danger

of a nation's being ftripped of one of its fpecies of current coin by

fuch a trade, a,s there is when the proportion of the market price

of the metals is 4iffei'ent, at home, from that obferved in the coirij;

2 becaufe
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becaufe in the kft cafe, every one may profit of the difproportion, at

the trifling expence of melting down the rifmg fpecies.

From this we may conclude, that nations ought to regulate the Coin of gold

proportion of the metals in their coin, according to the market j^o„i^ "^l

price of them at home, without regard to what it is found to be in propo"ioa-

other nations ; becaufe they may be alTured, that the moment any rate of the

difference in the market price lliall begin to be profited of, that homet

very demand will alter the proportion, and raife the itiarket price

of the metal fought for by foreigners. While the coin, therefore,

is kept at the proportion of the market at home, and while the de-

nominations of both fpecies are made to keep pace with it, it will

be utterly impoflible for any nation to hurt another by any fuch

trafiic in the metals.

We may farther conclude, that it is to no purpofe for nations to and nations

agree by treaty upon a certain proportion between filver and gold
that°prop''or-

in their coins: it is the feveral market prices every where which tion by any

alone can regulate that proportion, and the only method to keep among

matters even between them, is to make the denominations in botli '
^'"^^'^^^^

fpecies keep an equal pace with the price of the metals in their own
market.

Here it is farther objedled, that were thefe principles jufl:, there why is the

would not be found fo great a difproportion as there actually is,
of°fh°e"mT-

between the value of gold and filver in Europe, and in the empire '^'^ fo dif-

ferent in

of Chma. England aad

To this I anfv/er, that the principles are juil, and that this dif-^''*'

ference proceeds from incidental circumllances which I fhall now
point out.

Firft then, the European trade hardly penetrates into that vaftAnfwert®

empire. 2. The lownefs of the proportion between gold and filver
''^'**

is m.aintained by the high internal demand for filver in China-

3. The India trade being, every where in the hands of companies,

there is not fo great a competition between the fellers of filver, in

the Chinefe market, as if that trade were open to every private ad-

venturer ; confequcntly the price of it is not fo liable to be dimi-

nifhed^
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iiiflied. And laft of all, the expence of carrying filver thither, and

the long lying out of the intereft, would put a flop to the trade, were

the proportion between the metals to rife in China. This prevents

competition ftill more between the different European companies,

and confequently prevents the rifmg of the proportion.

I need not obferve, I fuppofe, that the term rifmg of the proportion^

denotes t'he rifing of the price of filver ; as when being at that of

•I to lo, it comes, for example, to that of i to ii. This term has

been already explained.

^uEST. 8. Quest. VIII. Is it the interefl of Princes to debafe the flandard of
Is it the ia- , . . ,

tereftof thcu' COm ?

dtb"frthe
Answ. This queflion has been already touched upon in the

fiandaid of twelfth chapter of the firft part. Perhaps fome farther obfervations
tjieir coin ?

upon it may not be found fuperfluous.

In order to fet it in a fair light, I Ihall begin by reducing it to its

ruling principle.

The .queflion turning entirely upon the ijttereft of Princes, I Ihall

take no notice of the iniquity of fuch a meafure with refped; to their

fubjeds ; but fhall confine it purely to the interefl they may have in

exercifmg this branch of prerogative.

Answ. It is I anfwcr then, as I have hinted above, that it is their ititerefi to

their imme-
^q]q^^q ^\^q flandard of their coin when they are in the fituation of

diate interelt \

to debafe it debtors ; and it is their interefi to raife the flandard when they are

Tre'debtoTs, in the fituation of creditors.

k then cS- Debafmg the flandard I have explained to be the diminution of the

ditoi-s, but intrinfic value of the unit below what it was before, either by railing
always un-

^^^^ denomination, augmenting the alloy, or diminifhing the weight

of the coin.

Now fince Princes pay their fervants by denominations, that is,

by money of accompt, the more they augment the denomination

of the coin they pofTefs, the more they gain upon what they have

at the time. But they lofe proportionally upon their revenue ever

after ; becaufe the rents and duties levied on their fubjeds being

<- alfo
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alfo paid by denominations, the Prince lofes every year on his in-

come what he had gained upon one operation.

From this we may draw a principle, that Kings who have begun

to debafe the flandard, ought to go regularly on every year, as

long as they find themfelves in the flate of debtors ; and when they

come to alter their fituation, and become of the clafs of creditors,

it is then their intereft to raife the ftandard. This muft be a little

further explained.

It has been abundantly proved, that increafmg the denomi- who are

nation, or debafmg the flandard, muft conflantly be advantageous
f^h^J^Jre!"'^

to the whole clafs of debtors ; confequently. Princes, who are upon
JjJ^"^^?^"^''^^

certain occafions obliged to lay out more than they receive, may who incline

then be confidered as being of that clafs. Whoever receives from
f^bjefts may

another what the other is obliged to pay him, may be confidered avoid rob-

as a creditor ; whoever gives to another what the other is intitled feives at the

to demand of him, may be confidered as a debtor. Thofe, there- ^^^^ '''"^•

fore, who both pay and receive, are, upon the whole, either debtor

or creditor, according to the fide which preponderates. He who is

obliged annually to pay more than he annually receives, muft be

obliged either to run in debt, to borrow, or to take from a fund

already formed (a treafure). The maxim therefore is, firll to fill

the exchequer with the annual income ; then to debafe the flandard^

and laft of all to pay. The debts paid, and the current expence

brought within the income ; then is the time to raife the flandard.

This operation is like that of the ram; he runs back in order to

advance again with more force.

The great mafler of government and political oeconomy well un- Example of

derflands this dodrine. He is now fpending his treafure, not his » Prince

who is now
income. He is then in the ilate of the debtors, and accordingly is employing

regularly every year debafmg the flandard of tlie S n coin. This
ggaini?

S^

debafement, I fuppofe, regularly takes place after the contributions enen^ies, not
' t^r ' o J i.

^
his fubjefls.

for the year are paid. So foon as the war is over, and that this

occonomical Prince fliall return to the flate of creditor, he will, I

fuppofe, fupprefs the currency of all this bad money, and rcftore

VOL. II. K the
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the ftandard. That is to fay, he has during the war been ruining

all the clafs of creditors in permanent contra6ts (the S n nobi-

lity) and when the peace is re-eftabliflied their own Prince may

indemnify them, if he pleafes^ by reftoring the former value of

the unit. All fudden revolutions are hurtful ; but neceffity has no

law *.

This, in a few words, is, I think, die anfwer to the queftion pro=

pofed. Princes have for feveral centuries, in almoft every nation

in Europe, been gradually debafing the ftandard of their money-

unit ; and the debts they have contra6led during the debafement-

have conilantly been an argument againft the-reftoring it. But had

they firft regulated all their debts- upon tliC: footing, of the laft de-

bafement, ftipulating with their creditors that they were to be paid:

upon the footing of the then currency, that is to fay, according to

the French ftile, an cours du jour oi xht^v^vl^ition; they then might,

without any advantage to their creditors, and witli great profit to

themfelves, have reftoredthe ftandard, and fo prepared the means

of executing the fame operation as before, upon a new emergency..

Writers Thofc who have writ againft this pradlice of debafmg the ftan-

^Vaaice have
<3ard, have made ufe of wrong arguments to diffuade Princes

ufed wrong from following fuch a meafure. They have firft reprefented it as
arguments „ , , . . „ ^,, . , ~ . ,

tu diffuade hurtful to tneu' ovm mtercft. This we have feen is not always-
l-r.ieesfrom^^^^^g^ They have alfo endeavoured to prove that it is vaftly preju-

dicial to commerce. Tliis is the great point laboured by Dutot, in:

his Rtfjiexwns Politiqiies ficr k Commerce; but to very little purpofe

All the fails and arguments he has produced to prove (by the

sourfe of exchange) that the variations made in France in the ftan

dard value of their crown of three livres did hurt to the trade of

that nation, prove nothing at all, as it would be eafy to fliev/, were

this a proper place. The hurt done to manufadlures is greater ;-

but, in a trading nation, thofe eftablifliments being under, the in-

fluence and dh^eilion of merchants, who are perfectly inftrudled as'

to every confequence of fuch alterations, the manufadurers, after

* Writ in the year 1760.

a very
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a very fhort time, raife their prices to the full proportion of the

increafe in the denomination of the coin.

The real inconveniencies which proceed from this exercife of argmi^ems^

power, may be reduced to three.
^h^t^^

"^ ^^^

imo, It dillurbs the ideas of a whole nation with regard to vahie, t.itdiftnrbs

and gives an advantage in all bargains, to tliofe of the fociety who
^"^^^^^^e

°^

can calculate, over thofe who cannot. Wuh regard

^do, It robs the whole clafs of debtors when the ftandard is raifed^ °
ht\(he\-

and it robs the whole clafs af creditors v/henit is debafed. robs the ciafs

.

* of debtors or

2,tio, It ruins credit; becaufe no man will borrow or lend, in a of creditors,

country where he cannot be fure of receiving back the value of his credit.

'

loan ; or of being in a capacity of clearing himfelf by paying back

the value be had borrowed.

This laft circumftance has overturned the whole fcheme in This laft dr-

France. Princes would go on debafuig their ftandard as formerly, will p. obabJy

could. they do it and prefei've their credit. But who will lend a fliil-
P"\'^" ''"'^

J i to the prac'

ling to a Prince if he fufpedls he will pay him back, perhaps, with fix- "ce.

pence ? The Prince above mentioned does not borrov.^ ; and as he is

the only one in this fituation, he may debafe his ftandard ; but

others cannot venture upon fuch a Hep. Qnei^. 9.

Quest. IX. What is the beft form to be given to coin? beftWnJto

Ansvv. The intention of coinage, for circulation, being to afcertaip. ^0,0'?^^" ^

the quantity of the fine metals in every piece, and not to reprefent the Diffir^nce

effigies of the fovereign, we fee a manifeft difference every wiv :
•

between the impreffions ftruck upon medals, and thofe of the c.

rent coin: ia the firft, the head is raifed, in the lall, it is purpofely

made fiat.

Antiently, the impreffion put upon fome of tlie Englifli coins v9'asQpi|^^^„,,,.^„

a crofs ; which being indented upon the penny, inflead of being the impref-^

raifed, occafioned thefe pieces frequently to be broken into four

parts. This is faid to have given rife to the denomination of far-

tbings, or fointh parts. The indenting the impreffion upon the

coin, is no doubt a prefervative againd its wearing j but as it is

K z s lir.ble
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liable to other -inconveniences, and is fo repugnant to cullom, it

would be ridiculous, perhaps, to propofe it.

**
I fhall reduce, therefore, all I have to propofe as a fupplement to

what has been faid already on this fubjed, to a very few obfer-

vations.

Thelefs the mio, The lefs furface any piece has in proportion to its mafs, the

weadngis^ Icfsjt is wom in circulation; and as all coin is made cylindrical,

the lefs.
ji^g^j. ^YJ^ofe form approaches neareft to the cylinder, whofe height

is equal to its diameter, mull have the leaft. Coin therefore ought

to be made thick, and for this reafon louis d'ors are of a better form

than guineas, and guineas of a far better form than ducats. Were

it eafy to give the furface a fpheroidal form on both fides, rendring

the coin thicker in the middle than at the edges, the furface would

be thereby a little more diminifhed.

The ad van- ^^0, The great credit of paper in England, is a vail advantage in

tage of heavy
j^^j^^ refpe6ts. It renders coin lefs necefTary. While that credit

the greater fubfiils, large payments will always be made in paper j and this

co-m;°yet'^ renders the coinage of gold in large heavy pieces lefs neceffary.

fmaii deno- rp| • therefore, in England, ought to be calculated for the eafy
miaationsare

* ' ' o ' o
ufefui, in changing of bank notes, hot with a view to the making great pay-

forprevent- ments in it. For this purpofe, two and three pound pieces might be

'of %f^ ^^1^ ^s convenient as fmgle guineas, and half guineas might be

proferibed. Small denominations of gold coin lead to expence, and

tejid to raife the prices of fuch commodities as people of fafliion

pay immediately out of their own pockets. As for the filver, the

fame principles are to be obferved. Crown pieces are very conve-

nient in payments, and have a great advantage over fhillings and

fixpences in point of furface. The practice in France of coining the

greateft part of their filver in fuch pieces abundantly Ihews how

few of the lelTer denominations (that is lliillings, &c.) are neeelTary

for carrying on circulation.

Mkt metal 2>^io, The copper coin of England is exceedingly bulky, in order

CO "er'^'o?
to S^'^^ ^^ ^^ intriufic value. This makes many people afliamcd to

fmaiid-Bo- X Carry
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carry it; confequently increafes expence, and raifes the price of mi nations, as

, . r 1 f- 1 1 • appeals from
many things for the reafon aheady given. the praaice

What inconveniency could there poflibly be in making pence of ''° Germany.

a mixed metal of a much lower ftandard than the other coin. The

coin would be lefs bulky, and the intrinfic value might be preferved.

This is the cuftom all over Germany. The lower denominations of

the coin are all of different finenefs. The flandard for what they

call the^roj-; the 7, the 10, the 17, the 20 creutzer pieces, are all

of different finenefs ; but ilill in the fame fum, in whatever coin it

is paid, according to the laws, there ought to be found the fame

quantity of fine filver. This enables them to coin pieces of very

fmall denominations which have however the fame intrinfic value

with the other denominations of the coin, and which are neither of

an unwieldy bulk, or of an inconvenient fmallnefs. This is the re-

gulation in Germany: I do not fay that the regulation is well ob-

ferved.

Farthings of copper are good and convenient ; a few of thefe

ought always to be preferved in favour of the lower clafiles of the

people, who thereby are enabled to keep down the prices of the

fmall necelFaries of life : a matter of the greateft importance to a;

trading nation.

Nations ought to copy from one another what is good and con-

venient, and fhould be above the thraldom of little prejudices in

favour of eftabliflied cuftoms, which have frequently nothing but

cuflom to recommend them.

4/<?, It muft be obferved that upon adopting the Gennan regu- Mixed metai

lation as to pence, fuch coin muft not be allowed to be put up in bagged°up^

bags of coin delivered by weight ; nor made a legal tender beyond ^"'^ ^'^^

the value of the lowefl; filver coin.
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CHAP. VII.

Of the Regulations obferved in Trance^ with regard to Ccln^

bullion, and Plate.

I
T ndw only remains, that I lay before the reader what I have

been able to gather, upon good authority, concerning the regu-

lations in fome of the principal nations of Europe, -.with regard to

their mint : and this fo far only as is necefl;iry for illuftrating our

fubjeft, and confirming the principles we have been laying down.

The marc is
The unit of weight in the French mint, is the Marc; compofed

the unit of q£ gight: ounces, every ounce containing 576 grains. The marc

weight at confcqucntly contains 4608 grains of Paris weight, called poids de marc.

The"'remcdy ^Y ^^^'^^ Weight the bullion is delivered to, and the coin is taken

of weight from the workmen in the mint, to whom the King gives an allow-

v?ha". '

"^^
ance of 36 grains upon the weight of every marc of coin delivered.

This allowance is called le remede de poids.

A marc therefore of French filver coin, is not to be reckoned at

4608 grains, but at 4572 grains efFedlive.

The ftan- The Titre or title, as the French call it, or the ftandard of their

dard of fine-
^^^^ ^^- -^ ^ ^ ^.^g ^^^ ^^ j ^^.^ alloy. At this rate we Ihall find

nefs IS 1 1 nne ? r sr j

to I alloy, in this Marc of coin, confifting of 4572 grains ftandard filver, 4191

grains of fine filver, and 381 grains of alloy.

Remedy of But the Workmen have alfo an allowance of 3 grains upon the

alloy what.
gj-,£jQefg^ which introduces a nev/ equation.

The mafs of fdver in the French mint (when we fpeak of the

finenefs) is fuppofed to be divided into 1 2 deniers, and every denier

into 24 grains ; which, in this acceptation, are both denominations

•of proportion, not of weight.

Any mafs of filver, therefore, of whatever weight, muft be fup-

pofed to contain 12x24=288 -grains of proportion 5 confequently,

3
^ were
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were the flandard exaftly 1 1 deniers fine, the proportion would be

marked thus, 264 grains fine, to 24 alloy ; but fince there is an

allowance of 3 grains of proportion, called k remede d'alloy, this

brings the proportion to be as 261 is to 27. This is the exad: ftan-

dard of French filver coin, and anfwers to 10 deniers and 21 grains

fine, which is the term ufed in the mint.

To find, therefore, the number of grains of fine filver in a marc

of the French filver coin, we muft Hate this proportion, 288 : 261-

::4572 : 4143-38.

The marc, therefore, of coined filver, after all deductions for Qpanfuy of

. fine filver ill

alloy, and for remede de po'ids, contains of fine filver 4143.38 grams a marc, as

. , , - delivered at
folds ae marc. th^ ^,^^^

This marc is coined into 8 great crowns and ^V of a crown, value into what

in the coin 49 livres, iG fols.
'^"^'^^ *

If therefore 4143.38 grains of fine filver, be worth 49 livres 16 fols,

4608 grains (or a marc of fine filver) will be worth 55 livres 6 fols

9 deniers.

But the mint price of fine filver is 51 livres 3 fols 3 deniers.
i^^-^^^ p,;ce

The difference, therefore, between the mint price of fine filver, °f^ ^^'"'^
' ' ^

of fine filver.

and the price of it in the coin, will fhew exactly the expence of

coinage ; confequently there is withheld for the expence of coin-

age and dUty of feignorage (all v/hich deductions and impo-

fitions are called le trait des monmyes) 4 livres 3 fols 6 deniers upon

every marc of fine filver. To know how much this makes per cent.

flate it thus,

55.1(52 : 55.38:: 100 : 108.2.

So that in France there is 8.2 per cent, deducted upon the coinage of
-pj^g ^^-^^^ .^^

filver, as has been faid. Let us next examine the regulations as to co'i'^gs ^
percent.

the gold. upon filver.

The marc, as above, is the unit of weight for the gold, and con- j^^n^e^y of

tains, as has been faid, 4608 grains, of which 15 grains are allowed ^^'^'S'^' "P'*'*

to the workmen for the Remede de poids : remains of flandard gold

in the m.arc 4593 grains.

The
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The finenefs The fiiiensfs is reckoned by carats (not a weight, but a denomi-

gold!*"
"' nation of proportion) for the gold, as the denier is for the fdver. Fine

gold is faid to be, as in England, of 24 carats. The carat is divided

into 32 parts, fo 32x24=768, are the parts into which any given

mafs of gold is fuppofed to be divided, when we fpeak of the ftan-

dard finenefs.

The remedy The flandard of French gold is the fame with that of filver, to wit^

gom°^"^°° -ii-, or 22 carats fine. Upon this the workmen are allowed~ parts of

a carat, for the Remede d'alloy -,
which reduces the ftandard to 2ii:|.

carats fine, to li-l- carats alloy. This expreffed according to the

divifion above mentioned, ftands thus, 692 parts fine to 76 alloy.

To find, therefore, the number of grains of fine gold in a marc

of the coin, we muft ftate the following analogy.

768 : 692:: 4593 : 4138.48.

The marc The marc of gold coin therefore contains, after all dedu(51:ions,

'oined'''"
4^3^-4^ grains of fine gold.

This marc is coined into 30 louis d'ors of 24 livres each, value in

all 720 livres.

If therefore 4138.48 grains of fine gold be worth in the coin 720

livres, the marc of fine gold, or 4608 grains, will be worth 801

livres 12 fols.

Mint price -But the mint price of fine gold is 740 livres 9 fols i denier.

fine "dd*^
°^ "^^^ difference, therefore, between the mint price of fine gold,

and the worth of it in the coin, (viz. 61 livres 3 fols 2 deniers) will

fhew exactly the price of coinage.

If we afk how much this makes per cent, we may flate it thus,

740.409 : 801.68:: 100 : 108.2.

The price of So in France there are 8.2 per cent, deduced for coinage of the

coinages-
^di.

.percent. <=>

'upon gold. By the foregoing calculations it appears, that the King takes

waj' ftoj^
above 8 per cent, upon the coinage both of gold and filver.

the mint. for many years pall there have been no violent methods ufed to

bring bullion to the mint, and yet we fee, by the dates upon the

French coin, what great quantities have been flruck both of gold

and
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and filver. This is a moft convincing proof, I think, that the ini-

pofition of coinage, when properly laid on, is no interruption to

the mint j and being a matter of fa6t well determined, is a con-

firmation of that principle. -

Let us next examine the proportion between the value of the Of the pro-

metals, both in the coin and at the mint. ^ °g
metals.

For this purpofe we mufl compare the mint prices in one equa-

tion, and the value of the gold and fdver coin in another.

At the mint, a marc of fine filver is paid 5 1 . 1 62 livres, and a marc How to dif-

of fine gold 740.409 livres; confequently 5 1 . 1 62 : 740.409::! :
14.47.*^°'^'^""

A marc of fine filver, in the coin, is worth sS-3^ livres ; a marc

of fine gold, in the coin, is worth 801,68 livres. We may therefore

ftate thus, 55.38 : 801.61 :: i : 14.47.

The proportion, therefore, both at the mint and in the coin is The propor-

the fame ; and is nearly as the French writers llate it, to wit, as "°" '^ ^^ ^

to 14.47.

I is to i4.-rV, but more exa(3:ly as i to 14.47, which is very nearly

as I to 14.5.

From thefe computations we find the exacfl quantity of fine gold Gold con-

in a louis d'or, and of fine filver in a great crown, or piece of 6 livres.
f^u^gVo

"

In the louis d'or there are 137.94 grains fine, and 153. i fl:andardand iiiver in

a crown of
gold. 6 livres.

In the great crov^n there are 499.22 fine, and 550.843 flandard

filver.

Farther, by the mofl exa6t calculations I have been able to make, Proportion

after comparing the accounts which French writers give of the pro-°f ^ French
*

.

- gram weighs

portion of the Engiim troy grain, witli the grain of the Pans pound, to a tioy

and the accounts which Englifli writers give of the proportion of
^'^'""

French grains, with thofe of the troy pound ; and after checking

thefe accounts with the moft accurate trials, by weighing and

taking a mean proportion upon all, I find that a French grain poids

de marc, is to an Englifh grain troy, as 121.78 is to 100. See the table.

What a fhame it is, that fuch proportions can only be guefiTed at

by approximations, in the age in which we live

!

VOL. n. L To
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To difcover, therefore, the number of troy grains of fine gold iri

a louis d'or, flate thus, 121.78 : 100:: 137.94 : 113.27.

Propoidon Now a guinea contains 1 18.651 troy grains of fine gold, and yet,

knfis anVthe
^^ ^^nioft every country in Europe, the louis d'or, in time of peace,.

guinea. pafies for as much as the guinea, v/hen both are of good weight.

This is a matter of fad well known, and is a confirmation of another

principle which I have laid down, to wit, that the impofition of

coinage gives an advanced value to a nation's coin, even in foreign

countries.

Of the fine- The fincnefs of the French filver wrought into plate, is different

French xrom that of the coin. The finenefs of the coin we have faid to be
vvroiight jQ deniers and 2: grains, or 261 parts fine, to 27 alloy; and the

vakie of a marc of it (when the 36 grains of remedy of weight is

deduced) is 49livres 1 6 fols, which makes thefull marc of 4608 grains

to be worth 50 livres 4 fols. The fiandard of the plate is i i-i^ de-

niers, or 274 fine, and 14 alloy. In order, therefore, to find the value

of the plate, at the rate of the coin, Hate thus, 261 : 50.2 :: 274 : 52.7 ;

Gonfequently filver plate in France, at the rate of the coin, is worth.

52 livres 14 fols.

When goldfmiths fell their plate, they ought regularly to charge,

for the metal, the current price of the market ; but as that is con^

ilantly varying, the King, for their encouragement, has fixed the

value of the marc of it at 52 livres, which is only 14 fols per marc

Below the value of the coined filver, including the price of coinage.

Gonfequently, were goldfmiths to melt down the coin in order to

make plate of it, they would Ibfe 1 4 fols per marc, befides the ex-

pence of reducing the melted coin to the fiandard of the plate.

Goldfmiths, therefore, in France, will, never melt down the coin

when they can,find bullion in the market, at the price of 14 fols per

marc below the value of the coin ; and we have feen that the price

impofed on coinage generally reduces the bullion to near 8 per cent.

below coin : but fuppofing them tQ melt it down, there is no lofs to

the ftate, becaufe the coinage is already paid.

By
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By .this regulation, goidfmiths profit by the impofition of coin- Goldfmidis

age ; becaufe the mint price of filver being 8 per cent, below the fn^p'lntion^^

value of the coin, and that keeping the price of bullion low, gold- °" coinage,

fraiths gain upon the fale of their wrought plate, all the difference

between the price they pay for bullion when they make their pro-

vifion of it, and the price they are allowed to fell it at when wrought.

Another confequence of this regulation is, that there is no com-

j)etition occaiioned between the mint and the goidfmiths, to the

prejudice of the latter. No body will carry bullion to the mint

while there is the leall demand for it to make it into plate. This

confequence is plain.

Bullion can never fall lower than mint price ; confequently, the And never

mint may rather be confidered as receiving the bullion upon an mint 1^00111-

obligation to pay a certain price for it, than as demanding- it in the P£''f'°iwU'^

market. The fmalleft demand, therefore, from the goldfmith, will metals.

raife the price of bullion when it Hands at mint price ; becaufe he
who has it, will never give it to any body who has occafion for it,

without fome fmall advantage above what the mint muil give him
for it ; but the mint price being fixed, no competition can come
from that quarter, and therefore the advanced price the goldfmith

gives muft be very fmall.

Upon the whole, the regulations in France appear (fo far as I Advantages

tomprehend them) admirably well contrived to ferve every pur- reguktiont"

pofe. They prevent the melting down and exporting of the coin ;

they prevent bullion from being coined, when it cannot remain in the

kingdom ; they give an advanced value to that part of the nation's

coin v>^hich mufl be exported for the payment of the balance of

trade \ and they recall it home \vhen the balance becomes favour-

able. They prove aH encouragement to the induftry of goidfmiths ;

there is a fufficient check put upon their melting down the fpecie

;

and there is no difcouragement given to private people from mak-
ing plate,, becaufe the filver in the plate is fold by the goldfmith, a

fmall matter below its intrinfic v/orLh when compared with the

coin.

L 2 The
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The only thing to be reformed is the remedies allowed by the

King upon the weight and finenefs ; becaufe it tends to perplex

calculations, and is not at all neceflary. When exa6tnefs can be

procured, it ought to be procured ; and as the workmen regularly

profit of all the remedies allowed them, it is a proof that they

have no occafion for any indulgence to make up for their want of

dexterity.

I Ihall make no mention of the duty of controk upon WTOught

plate. This I confider as an excife upon a branch of luxury ; con-

fequentiy, the examination of i^t belongs to the doftrine of taxation,

and is foreign to that of money.

It has been faid above, that the impofition of coinage (occafiOn-

ing the coin of France to circulate, aimoft at all times, above its

intrinfic value as bullion, even in foreign countries) prevented bul-

lion from ever riling in the Paris market to the price of coin. This

principle I alfo find confirmed by fadts.

I^gh price Foreign gold of 22 carats fine, fold in the Paris market (Decem-
cf bullion m|j^j.

i-ixh, in 66) at 7 12 livres the marc. In order to find the value of
the Pans j j / y /

maricet ttic marc of fine gold, fiate thus, 22 : 7 12:: 24 : 776.7. Now the

marc of fine gold in the coin, we have feen to be 801.12 fols. So at

this time, when France is engaged in a mofl: expenfive war, while

file is daily exporting immenfe quantities of both gold and filver

coin, to pay her armies and fubfidies, the price of gold bullion in

her market is 24 livres 18 fols per marc below the value of her

coin. Nothing but the advanced value of her fpecie in foreign cur-

rency, could pofllbly produce fuch a phsenomenon. But when fhe

was fending flamped ingots of gold to Rufiia, in the month of Sep-

tember laft, the price of the gold bullion of 22 carats then rofe t(^

734 livres per marc, which for the marc of fine gold makes 800

livres 14 fols, which is but iS fols below the value of the coin.

The reafon is plain: the coin fent to Germany, or Holland is con-

stantly returning to France, or at ieall may foon return, which fup-

ports the high price of it in thefe countries 5 but what was fent to

Pvuffia was plain biillion.

^ Before

during the

year 1760.
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Before I conclude this chapter, I rnull fay a word concernmg the

wearing of the French coin by circulation.

As paper money has no currency in France, by any public autho- Prefentflate

rity, all payments mufl be made in coin. For this purpofe the fil- °ng of Ths^'

ver is more commonly ufed than the gold ; from which I am obliged ^""f
"'^^ '''^^^

to conclude, that the filver mull be fomewhat over-rated in the coin,

above the proportion of the price of gold in the Paris market ; but

of this I have no exadl information.

The filver coin is put up in facs of 200 great crowns, value 1200

livres. This fum on coming out of the mint, weighs, according to

the following equation, 23 marcs 7 ounces 152 grains. State thus,

8.3 great crowns=4572 grains llandard filver ; confequently,

200=110168.6=23 marks 7 ounces 152 grains.

Thefe facs, according to my information, weigh conftantly at

leaft 23 marcs 7 ounces, exclufive of the fac ; fo that the French

filver currency lias not, at this time, loll above 152 grains upon
the fac of 1200 livres, which is about -VVo^ per cent. This is a trifle

upon a fmall fum ; but as no diiFerence, however fmall, is a trifle

upon a large fum, a limit ought to be fet to the farther diminution

of the weight of the currency, which might be accomplilhed eafily,

by ordering all facs of 1200 livres to be made up to the weight of

23 marks 7 ounces efifecftive, for the future. This would be, at

prefent, no injury to the public, there would be a fufficient allow-

ance given for many years circulation of the coin, and the degra-

dation of it in time coming, would be effci^ually prevented
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CHAP. VIIL

Of the Regulations ohfet'ved in Hollandy with regard to Coin and

BuUio?2.

Prefent ftate ^T comcs next ill Order to examine liow this matter Hands in the

currency"!
'^

-»- flatcs of the United Provinces,^ and with this I fliall conchide.

We lliall here find the quellion infinitely more involved in com-

binations, than hitherto we have found it. We fhall find the moil

fagacious people in the world, with regard to trade and money,

ilruggling with all the inconveniencies of an ill regulated coinage,

and an old worn out filver currency ; carrying on their reckonings

by the help of agio; weighing their fpecie ; giving allowance for

light weight •, buying filver with filver, and gold with gold ; as if

it were impofiible to bring the value of thefe metals to an equation j

and loading commerce with an infinity of brokers, Jews, and

cafliiers, without the aid of which it is impofiible in Holland either

to pay or to receive confiderable fums in material money.

. It is very true that what mufl appear an inextricable perplexity

to a fi:ranger, is really none at all to the Dutch. Trade is there fo

well reduced to fyfl:em, and every branch of it fo completely fur-

nifhed with hands to carry it forward, that the whole goes on me-

chanically, and though at a great additional expence to trade in ge-

neral, yet at none to the merchant ; becaufe he regularly fums up

all this extraordinary expence upon his dealings, before he fuper-

adds his own profit upon the operation. Were therefore all this

unnecefl^ary expence avoided, by a proper regulation of the coin,

the confequence would be, to diminifli the price of goods to ftran-

gers, as well as to the inhabitants, to leave the profits upon trade,

relative to the merchants, exactly as before ; and to increafe, con-

fiderably, the trade of the republic, by enabling them to furnifli all

•ommodities to other nations cheaper than they can do, as matters

fiand

;
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Hand; but were this plan put in execution, the confequencewould

alfo be, to take bread from all thofe who at prefent live by the dif-

order, which ought to be removed.

Of the regulations in the Dutch mint. Regulations

The unit of weight in the Dutch mint, is the marc Holland's troes, '^^^^

or gold weight.

This weight is about iLper cen$. lighter than 8 ounces EngUili Their unit

weight, without coming to the mofl fcrupulous exadlnefs. Uie'^mS^
'^

This marc is divided into 8 ounces ; every ounce into* 20 engles ;
Hoiiand's-

every engle into 32 aces or grains. The ounce therefore contains

640, and the marc 5120 aces. By this weight, bullion is bought,

and die coin is delivered at the mint, or weighed in circulation,

when weighing is neceflary.

The mint delivers the lilver coin by the marc weight ; but from ThemW„*

the full v/eight, there is deduced as a remedy, one engles and oneJi^^r!'^
^"^^

ace, or 33 aces : fo the marc of the mint, by v^hich they deliver the

lilver, contains ^087 aces, in place of 5120.

The finenefs of the Dutch filveris various, according to the fpe- The finenefs

cies. I fhall here, for the greater diilindtnefs, take notice only of Siff^,.enVia

the finenefs of the florins ; becaufe it is the bell and the mofl; Aan-^^^J'^''^^"^

dard coin, ufed in the payments of foreign bills of exchange, leav-

ing the other varieties of their fpecie to be coniidered afterwards.

By florins I mean (befides the florin pieces) thofe alfo of 30 flivers. Florins are^

and the 3 florin pieces, the flandard of which is all the fame, to with one

wit, -:4 fine with one grain of remedy. •

medy.°^
^^~

The mafs of filver in the Dutch mint, (when we fpeak of the fine-
^^^^ ^.^

nefs) is fuppofed to be divided into 12 pence, and every penny into 'eckon their.
^

. ^ iilver (tan-

24 grams, as m France. daid.

Any mafs of filver, therefore, of Avhatever v/eight, is fuppofed

to be divided into 288 parts ; confequenily by -li. fine with one

grain of remedy, is meant, that there are 263 ©f thefe parts fine,

and the remaining 25 parts of alloy. This is the exa6t fl:andard of

the Dutch florins.

1 To
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To find therefore the number of grains of fine filver in the marC

weight, as it is delivered at the mint, we muft ftate this proportion,

288 : 263: 15087 : 4645.4.

Efaft quan- The marc therefore of coined filver florins, after all dedu6lions

ii'ivefinT for alloy, and for remedies of weight and of finenefs, contains of
marc weight |-g ^^^g^ 464C.4 aces Hollands troes.
of Dutch -r TJ -r

This marc is ordered to be coined into 23^^^. florins. If therefore

4645.4 aces of fine filver be worth 23^^'- o^-' (}^ decimals, for the

fake of facilitating calculation) 23.2024 florins, then the full marc

or 5120 aces of fine filver will be worth 25.572 florins by this ana-a

logy, 4^4i'-4 : 23.2024:: 5120 : 25.572.

Mint price But the mint price of the marc of fine filver is 25.1 florins. The
offine filver.

^^^gj,^j^^g^ therefore, between the mint price of fine filver, and

the price of it in the coin, will fliew exadly the expence of coinage,

State thus.

The price of a marc of fine filver in the coin JI, 25.572

Price of ditto as paid by the mint - •= - 25.1

Price of coinage - 0.472

To know how much this makes per cent, ftate thus,

25.1 : 25.472:: 100 : 101.48

So that in Holland there is not quite li per cent, takers upon the

coinage of filver florins. Let us next examine the regulations as to

gold coin.

There are in Holland two fpecies of gold coins of different

Price of

coinage in

Holland is

about 1

1

per cent,

on filver.

Dutch gold weights, fincncfs, and denominations, to wit, the Ducat and the
coins.

jii^ier; we muft therefore examine them feparately.

The ducat The ducat is what they call a negotie pfenning, that is, a coin flruck

denomlnl^'' uudcr the authority of the flate, in all the mints, and of a deter-

"°°- minate weight and fjnenefs ; but not a legal money in payments,

becaufe it has no legal denomination.

Ducats are delivered by the marc weight as the filver ; but there

is a remedy of weight deduded of one engle per marc. So the

marc of ducats, as delivered by the mint, weighs but 5088 aces.

A The
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The finenefs of the ducats is (as in the empire) of 23 carats 8 The finenefs

grains ; but in Holland they allow one grain of remedy. lUasT
^

The llandard of the gold is reckoned by carats and grains: 24 How the

carats are called fine gold, and every carat is divided into 12 grains j feckoned'

fo let the mafs of gold be of what weight foever, it is always fup-

pofed to contain 288 parts, that is, 12x24: at this rate the finenefs

of ducats is 283 parts fine gold, and 5 parts alloy.

The imperial ducats ought to be 284 parts fine, 3 parts filver, and Finenefs of

one part copper, without any remedy ; but in Holland the afifayers Ihe empiref

bring the gold to the finenefs of 23 carats and 8 grains ; then they

fuppofe that what remains is all filver, and they take their remedy
by adding one grain of copper. Dutch ducats are therefore fome-

thing in the finenefs, though nothing in the weight below the

regulations of the empire.

To find the number of grains of fine gold in the marc weight, Exaa quan-

as it is delivered from the mint, we mull flate this proportion, '"[."f
^"^

2§8 : 283 ::5o88 : 4999.15. marc weight

The marc, therefore, of gold coined into ducats, after all deduc- ducat's'as

tions for alloy, and for the remedies of weight and finenefs, con-J-J^J^'jJ'"*

tains 4999.(> aces of fine gold. This marc is ordered to be coined ™'"'^'

into 70 ducats.

If, therefore, 4999.6 aces of fine gold, be worth 70 ducats, then

the full marc of 5120 aces of fine gold will be worth 71.687 ducats,

by this proportion, 4999.6 : 70:: 5120 : 71.687.

But the mint price of the marc of fine gold is 7 1 ducats. Mint price

The difference, therefore, between the value of a marc of fine °^ ^^^ ^°^'^'

gold in ducats, and the price given by the mint for the fame quan-

tity of fine gold bullion, lliews the expence of coinage. State thus,

Price of the marc of fine gold in ducats - 71.687 ducats

Mint price of the marc ditto - - - 7

1

Price of coinage - - - - - 0.687

To know how much this makes per cent, fiate thus,

71 : 71.687 :: 100 : 100,96.

VOL. IL INT So
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Pnce of So that there is not quite i per cent, taken in Holland upon the^

Tponficafs coinage of their gold ducats.

about I per g^^f upon the lilvcr florins there is (as we have feen) near li- per

The price of ^^«''- confcqucntly, there is an encouragement of i^ per cent. g\y(tn
coinage upon j-Qj, Carrying gold to the mint preferably to fdver ; which, in my
ihouid be humble opinion, is ill judged. I allow that the expcnce of coining

a fum in filver is greater than the expence of coining the fame fum
in gold ; but I think it is better to allow an additional profit to the

mint upon the gold, than to difturb the equality of intrinfic value-

Avhich ought to be contained in the fame fum coined in gold and.

fdver. But indeed, according to the prefent ftate of the Dutch mint,

this fmall irregularity is not much to be minded, a.s we fhall fee-

prefently.

The Rider Riders are a coin but lately ufed in Holland. Formerly, the:

Dutch had no legal gold coin, fdver was their Ilandard ; and ducats.

as a negotie pfenning (as they call them) found their own value, hav-

ing no determinate legal denomination, as has been faid.

has a legal But of late the States have coined this new fpecies of gold, to

tion°"and is
"^'^^icli they have given a fixed denomination, and the authority of

a lawful ten ^ legal coiu, to be received in all payments,, fo far as one third of

mentstoi the fum to be paid; the other two thirds mult be paid in filver r;

o t efum,
1^^^^ ^£ ^i^.g jj-^Qj,g afterwards, our prefent bufinefs being to examine

the. weight, denomination, and finenefs of this fpecies.

is coined al- Riders are coined by the State alone, no private perfons carrying

iktl^aiyfor^"*-^'^^^^^
^^ ^^^ mint for that purpofe ; the coinage, therefore, not

theflaf.e; fo being Open to the public, it is in vain to feek for a mint price..
there can be , , ,

.

, . , . , , , • , r n
They are delivered at the mmt by tale, not by weight ; fo we mum
inquire into the flatute weight, finenefs, and denominations of this

fpecies, in order to difcover the quantity of fine gold which is con-

tained in the florin of this currency : this we fliall compare with^

the florin in the ducat, and fo ftrike an equation between the florin

in this ilandard coin, and in the other, v^hich finds its own price,

according to the fluctuation of the metal it is made of.

7 A njarc

no mmt
price.
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A marc of Jfine gold ftruck into riders circulates for 374 florins. Regulations

This is the regulation as to the weight.
Fnenefl'^de-

The flandard is exadlly -ii- fine, or 22 carats, without any remedy, nomination,

1 T • • n r ^""^ weight
The denommation is 14 norms for every rider, the hali: rider in of riders.

proportion. To difcover therefore the quantity of fine gold in a

rider, we mull firft divide 374 by 14, which will give the number
of riders in the marc fine, viz. 26.714 riders ; then we mull fay, if

26.714 riders contain a marc of fine gold, or 5120 aces, how much
will one rider contain? The anfwer is _i-'-,^°_— 191.65.

Divide this by 14, and you have the number of aces of fine gold Quantity of

contained in a florin of this currency, ^^7—— 13.69. a floHaof"^

Here then is the exadt weight of the fine gold contained in one ^^^^^'5'

florin of the currency in riders.

Let us now examine how much a ducat ought to pafs for, in order to put the

to be upon a par with the currency of the riders. *^""' "P°^

We have feen that a marc of fine gold is coined into 71.687 du- riders it_

cats. That number of ducats, therefore, to be upon a par with the c^ate hr's

riders, fhould be worth 374 florins. Divide, therefore, this laft ^?""^ 4t
' ^' ^ '

Itivers.

number by the firfl, you have ^i.;^:^-,-=:5.2i7 florins, which is a little

m.ore than 5 florins 44 ftivers.

"Were the States, therefore, to give a fixed denomination to du- Utility of not

cats, they ought to be put at that value ; but the trade of Holland
denomina

requires that this coin fhould be allowed to fluiftuate, according to iio»of da-

circumftances. The great demand at prefent (1761) for ^(j/J to fend

to the armies preferably to filver, on account of the eaie of tran-

fportation, has raifed the value of that metal, perhaps :i /)^r avz?.

above what it would otherwife be. If then '^per cent, be added, it

will bring the ducat to the prefent current value, to wit, ^.^i. florins.

If, therefore, in order to bring the currency of ducats upon a par

with the riders, they were fixed at 5.4^- florins, it is very plain, that *
.

no more would be fent av/ay in payment at that rare, becaufe of

the prefent advanced value of gold ; confequently, none would be

coined ; the mints would be flopped, and the armies v/ould be paid

M 2 • in .
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in guineas and Portugal gold ; the melting and recoiningof which

keeps all the mints in Holland in conllant occupation.

; This, befides employing and giving bread to a number of hands,

multiplies the Dutch currency, at a time when they have fo great

occafion for it.

Let us next examine the proportion of the metals in the coin.

Kow to find Here we muft adhere clofely to the regulations of the mint above

tton^oTt'he' mentioned, and only determine what the proportion of the metals

metals in the ^ould be, werc the coin of Holland, both gold and filver, of ftan-
coin of Hoi-

land, and a dard Weight, and were it the praftice to pay for the metals at the

phffinome- Hiint, indifferently in either fpecies. But neither of thefe fuppo-

non in the £tions are to be admitted : Firll, becaufe the filver coin is not of its
value of du- , . , r- i • r t • i

cats, due weight ; and m the fecond place, becaufe the mmt never buys

gold bullion but with gold coin, nor filver bulhon but with filver

coin. This is the infallible confequenee of a coinage ill regulated

in what relates to the proportion of the m.etals, which ought refpec-

tively to be put into the fame fum, in the two different fpecies.

It would be endlefs to examine the proportion of the metals, with

refpedl to every fpecies of their coin. It would alfo be incorredl to

examine it as to the ducats ; becaufe that fpecies has no fixed legal

denomination ; and the proportion of the metals is to be difcovered

by the denomination of the coins only.

Ducats pafs current among the people for 5 florins 5 ftivers ; but

with merchants, who buy them as merchandize, their value is con-

tinually varying. At prefent (September 1761) the new coined

ducats brought in bags from the mint, which never have circu-

lated, are bought for 5 florins 4I flivers -, thofe which have circu-

lated (v/ere it for a day) fall, from that very circumftance, to s flo-

rins 4|. flivers ; which is a diminution of near ± per cent, of their

value. This phaenomenon fhall afterwards be accounted for.

Were all the This being the cafe, we have no method left to judge of the pro-

coin of full portion of the metals in the coin of Holland, but by the proportion

propor'cion of fine gold and fine filver found in the fame fum, paid in florins
would be as ^r
1 to 14-62.

I Ot
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of full weight, and in new riders ; the one and the other coined

according to the regulations of the mint above mentioned.

It has been fliewn that a marc of fine gold in riders, circulates

for/ 374, and that a marc of fine filver in florins, circulates for

/ 2j'.j'72 ; divide the firft by the laft, you have the proportion as

I to 14.62: But we fliall afterward difcover a circumflance, not

taken notice of in this place, which will reduce the proportion

lower.

From the above calculations, we may eafily difcover the exacfl Quantity of

quantity of fine filver and fine gold contained in a Dutch florin, a florin

whether realized in filver florin pieces, in gold riders, or in ducats, P'"^-

As this will be of ufe when we come to examine the par of ex-

change, it will not be amifs to fet before the reader, the exacft ftate

of that particular before we proceed. We have faid that whoever

receives /. 24.5'72 in filver florins, of full weight, receives a marc of

fine filver, which contains 5120 aces. Divide the laft fum by the

firft, you have 200.21 aces of fine filver for the florin.

Whoever receives/ 374 in gold riders, receives a marc of fine Quantity ia^

gold, which contains 5120 aces. Divide the laft fum by the firft,
S^Jifif"

^

you have 13.69 aces of fine gold for the florin. riders.

We have feen that ducats fluduate in their value, having no inveftigatiou

legal denomination, which obliged us to ftate the current value of
porrion^a^to

a marc of them at 71.687 ducats, not being able to exprefs that the ducatj

value in florins ; becaufe of the unfettled denomination of that fpe-

cies. Let us now fpecify that value in florins, upon three fuppo-

fitions. The firft, that the ducat is worth what it palTes for among

the people, to wit, 5/ 5/. The fecond, at the value of new du-

cats from the mint, to wit, 5/ 417?. The laft, at the merchant

price of good ducats, which have circulated, to wit, 5/ 44/.

In the firft cafe (the ducat at 5/ 5/.) 71.687 ducats are worth

376.35 florins, this being the value of a marc of fine goUl in ducats,

and the marc containing 5120 aces ; divide the laft by the firft, you

have 13.604 aces of fine gold for the florin.

In
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In the fecond cafe (the dncat at 5/. 4I7?.) 7 1.687 ducats are worth

375.04 florins ; by which number divide 5120 as before, you have

13.651 aces of fine gold for the florin.

In the laft cafe (the ducat at 5/ 4 4/.) 71.687 ducats are worth

374.11 ; by which number dividing 5120, you have 13.685 aces of

fine gold for the florin, which comes within a trifle of the florin in

riders.

by which It But now (in June 1762) I learn, that the courfe of new ducats

thHate waJ ^o"^ t^^^ mint in the Holland-market, is got up to 5/. 547?. in this

has i-aifed cafc, 7 1.687 ducats are worth 378.1 florins; by which number

gold, and dividing 5120, as before, you have 13.541 aces of fine gold for the
fet the mar- n •„

ket price of
florin-

the meiais If wc fcck licrc the proportion between the gold and filver, \vc

1x014.785. muft flate thus. If a florin in ducats contain 13.541 aces of fine

gold, and a florin in filver coin contain as above 200.21 aces of fine

filver, then 13.541 : 200.21 :: i ; 14.785. So the effect: of this war has

already been to raife the value of gold i . 1 2 per cent, above what it

was efteemed to be, when the riders were coined.

The proportion as to riders is, as before, i to 14.62,

Which is a The prefent proportion as to ducats is i to 14.785.

S:.7gS i4.6z:,oo:::4.785:io,.:..

of 1.12 per I mufl farther obferve upon this fubjeft, that although we have

feen that the ducats which have circulated for ever fo fhort a while,

when bought at 5/. 41-7?. produce for the florin 13.685, (which is

more than is produced by the nev\r coined ducats freili from the

mint) we are not from this to conclude, that the former are intrin-

fically a cheaper currency than the latter. I have been at all the

pains imaginable to weigh thefe ducats againft others frefli from

the mint ; and alfo to compare their weight with what it ought to

be by the regulation ; and I have conftantly found near i- per cent.

difl'erence between them. This is entirely owing to the nature of

the coin. The ducat has a large furface in proportion to its weight ;

it carries a very fliarp impreflion, full of fmall points ; the cord

about the edges is exceedingly rough ; fo that the leaft rubbing.
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breaking off thofe fmall points, diminiflies the weight of the price

near ^per cent, which is clear lofs, not only to the proprietor, but

to the ftate, and to all the world. Befides, thofe who are obhged

to go to the mint for new ducats, are fuppofed to bear the greateil

weight of the coinage of a piece which, having no legal denomi-

nation, is left afterwards to feek its own value, according to that

of the metals at the time.

As I have entred into this minute detail of the weight of fine The iaten-

. . tion of this

filver and fine gold contamed m the Dutch tlorms, with a view to minute detail

facilitate the calculation of the par of the metals contained in the
^"J^^'jjJ'jJ^

coins of Holland, and thofe of other nations ; I muft next mention re^i P^^" °f
^

the proportion between the aces m which we have exprelled the Europe,

weight of the Dutch fpecie, and the grains in ufe in fome of the

principal nations with which they trade : Thefe I take to be Eng-

land, France, and Germany.

The redudlion of weights to mathematical exadlnefs, is beyond Proportion

the art of man ; and to this every one, who ever tried it, mufh fub- mint weights

feribe. I have been at all the pains I am capable of, to bring thofe
E^SIld"'^'

weights to an equation 5 and here follows the refult of my exami- France, and'

. Germany.
nation into that matter.

By all the trials and calculations I have made, I find that 5192.8

aces Hoiland-rroes
; 3840 grains Englifli troy weight ; 4676.35-

grains Paris poid de marc ; and 4649.03 grains Colonia (which is

the gold weight of the empire) are exa(5lly equal.

I reckon by the loweft denomination of thefe feveral weights, to

wit, their grains ; to avoid the endlefs perplexity of reducing to a.

proportion, their pounds, marcs, and ounces, which beai' no regu-

lar proportion to their grains.

To give fome examples of this method of calculating the exacTcPar of a^

par of the metals contained in the coin of thofe nations, reduced ]^°g" ;„
'^'^*

to the weiffhts of Holland, I fliall llate the following computations, weighty fii-

A pound fi:eiiing in filver, by the ftatute of the 43d of Elizabeth, Dutrh fio-

is 1 7 18.7 grains troy fine; to know how many aces Holland-troes !"'j |"^'j^'!^'^^

tJiat makes, ftate thus, 3840 : 5192.8 :: 1 718.7, : 2324.1. 12 mvers.

Divide
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Divide 2324.1 by 200.21, (the number of aces contained in a filver

florin) you have for the par of the pound fterling, /. 1 1.609.

Par of the A pound ftcrling in guineas, by the ftatute fixing guineas at 2 r

pound fter- „ .„. . . r , ^

ling in gold fliillings, contains 1 1 3 grains troy nne ; to kuomt how many aces

ffi florins
Holland-troes that makes, flate thus,

stivers 3840 : 5x92.8 :: 113 : 152.8.
'*

Divide 152.8 by 13.69, (the number of aces contained in a gold

florin in riders) you have for the par of the pound flerhng in gui-

neas, /. I I.I 61.

Par of a A French louis d'or contains 1 37.94 grains poid de marc fine gold j,

d'or"w^iti°the
^° know how many aces Hollands that makes, flate thus,

fameflorin, 4676.35 : 5I 92.8 :: I37.94 : 153.I7.

3 ftivers Divide 153.17 by 13.69, (the number of aces contained in a gold
^"'^ ^' florin in riders) you have for the par of the louis d'or, /. 1 1.188,

Par of 24 24 livres French, contain 1996.88 grains poids de marc of fine

inTiver with filvcr ; to kuow liow many aces Hollands that makes, flate thus,
thefame^flo-

4676.35 : 5192.8 :: 1996.88 : 22 1 7.4.

florins lifti- Divide 22
1 7.4 by 200.2 1, (the number of aces in a filver florin)

and you have for the par of 24 livres French filver, /, 1 1.076.

Great ba- The French filver here is lefs valuable in Holland than the gold

:

trade againfi this is uo proof that the proportion between the metals in the refpec-

France, in ^- ^oius of thcfc two iiatioiis is diflcreut (we fliall foon find it to
September ^

J761. be very exaftly the fame) ; but this preference in favour of the

French gold, is owing to the temporary demand for gold on a-ccount

of the war ; for which reafon no French filver coin appears at pre-

Cent in Holland. I write in September 1761.

I muft alfo obferve, that at this time the courfe of louis d'ors is

1 1 /. 4/. which is little or nothing above the real par of the metal

they contain ; which in peaceable times is not the cafe. This

proves how ftrongly the balance of trade is againft France with

refped; to Holland, as it has reduced her fpecie to the price of bul-

lion : it is not fo in Germany.

Low value The low value which a pound fterling has borne for thefe feveral

J ctiinrin" years in exchange, and the great fall of its worth in Holland of

I- olland, in lltC
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late, when it has been at lof. loy?, is no argument againll the

high converlion I have given it, to wit, above iif. i^fi. Were
there nothing but filver coin in England, and v/ere it all of llan-

dard weight, exchange would frequently run even above that value

in peaceable times ; becaufe the fdver coin in Holland is light, and

I have reckoned it as if it were of full weight.

It will be obferved, that the par upon the gold does not quite

amount to 1 1 /. ^fl. the reafon of which is the great difproportion

in the Britilh coin, between the intrinfic value of a pound fterling

in filver, and in gold, when both are of ftandard weight ; the latter

being near 5 per cent, worfe than the former, when the proportion

of the metals is fuppofed to be at 14I. But at prefent there are

no flerling pounds in filver money ; there is no filver in England in

any proportion to the circulation of trade ; and therefore the only

currency by which a pound can be valued, is the guinea.

It has been faid, and I think fufficiently proved, that the price of Owing to

the metals in the market, Ihew very exadlly the weight of the cur- onhf gold'

rency in nations where coinage is free, when there is no fevere '^""^ '° ^"S",.,..,. • n 1 r '^"'^ at that

prohibition (put in execution) agamn; the exportation of the coin. This time,

I take to be the cafe in England. Now gold there has rifen of late

to 4 /. OS. 8 d. per ounce ; from which I conclude, that the gui-

neas with Vv^hich it is bought, or with which bank notes are paid,

are at prefent fo light, that 4/. os. S d. of them do not weigh

above an ounce, (the good guineas are exported) whereas an ounce

of new guineas is worth no more than 3 /. 17 j-. loUl.

Gold, therefore, which now fells for 4/, os. Sd. would cer-

tainly be v/orth no more than 3 /. jy s. lol-d. were Englifh gold coin

of its proper weight : and the price of it will come down to that

value, in proportion as circumfiances Ihall caU back the heavy

guineas.

To facilitate the verification of this point, I fliall firfl: obferve, that

the difference between 4/. oj-. 8^. and 3/. 17 j-. lol^d. is ^.^j per cent.

The Englifh gold currency, therefore, at the time flandard bullion

was worth 4/. os. Sd. mufl have been worn ^.S7 per cent. Gui-

VOL. IL N neas.
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neas, when of full weight, weigh 129.43 grains of troy weight

;

if fach guineas are worn 4.^:7 per cent, they ought to weigh no more

than 123.23 grains troy. Now let any man try the experiment, and

put an old guinea, taken by chance (not .picked out) into a fcale,

and fee whether it has not been worn down to 123.23 grains; and

let him alfo examine whether the greatejl part oi the guineas, at the

time when gold bullion has got to fo high a price, are not of King

George I. and his predeceflbrs : thefe I call old.

Befides thefe -there are other circumllances to be attended to.

Men vdio job in coin,, pick up all the worft guineas they can when

they go to market ; or if they buy with paper, we may decide, that

the bank at that time pays in guineas not above the weight of

123.23 grains troy; for if the bank paid with guineas of a greater

weight, -he who had occafion to carry his paper to market to buy

gold bullion, would certainly rather go to the bank, and afterwards,

. melt down- their guineas. Were the bank of England never to pay

but in gold of full weight, and were the exportation of guineas

free, it is impoflible that gold fhould ever rife above the mint price,,

.which is 3/. 1 7 J. loi^.

As a farther confirmation of the juflnefs of the high valuation I

have put upon a fdver pound flerUng of flandard weight, I fliall ob-

ferve, that a new guinea pafles in Holland (at the time when the

exchange is at 10/ 10/.) for 11/ 11 Ji. and every body knows,

that fuch a guinea in England is not above the intrinfic value of a

filver pound fterling of full weight. If then I can get 11/. 11/. for

a new guinea, I ought to get as much for a new filver pound flier-

ling, fince the intrinfic value of both is the fame, when the propor-

tion of gold to filver is as i to 14^ Now this guinea mull be

worth more than 11/ 11 Ji. becaufe the Jews, who carry them to

the mint, give that price for them (I have difpofed of them to Jews

at that value *) ; and as the coinage of ducats cofis, as we have

feen, near i per cent, the guinea is intrinfically v/orth 2 ilivers more,

thatis II f. 13JI. but as gold at prefent bears an advanced price

* This was writ in Holland.
•'"

'

upon



Ghap. Vni. OF POLITICAL OECONOMY. 91

upon account of the war, and that the proportion between gold

and filver is in Holland above i to 14"-, thefe are the reafons why
the guinea, in Holland, is at prefent fomething above the intrinfic

value of a filver pound fterling, which we have flated at/. 1 1.609,

a trifle above 11/. 12 fi.

Let me here obferve, by the bye, that all the pounds I'emitted an^^ "ot f"

from Holland to England, for filling the fubfcription for 12 millions biiaMTof

of lafl year, coil the remitters but about 10/ 10Ji. for the pound
^^fg^gi''^'^^''

fterling. If this low courfe of exchange be owing (as fome pretend) ledged.

to a wrong balance of trade againfl England, and not (as I pretend)

to the lightnefs of the gold currency ; then we muft allow, that the

expence of the German war (which is what alone carries off coin

out of the kingdom) mufb have exceeded all the profits of the Eng-

lifh commerce, which I apprehend to be at prefent immenfe ; and
alfo all the money lent by foreigners towards the loan of 12 millions, .

I leave to others more knowing than myfelf, to determine if fuch
a fuppofition be admiffible. If it be rejeded, let any man . reflect

how abfurd it would be to raife, at this time, the llandard of the :

pound fterling to the old value; and to repay at 11/. 127?. fuch :

fums as have been borrowed at the value of 10f. 10Ji, or in othen

words, to make a. prefent to the Dutch creditors of above 11 _p£T

cent, upon account of a loan for a year or two, .

Having now given as good an account as I can of the Dutch coin, Defers of

according to the regulations of the ftat-e, I fliall next point out the ""^ '~''^'='

defecfls of their filver currency,, and Ihew the confequences which Holland,

refult from them. As for the gold,' it is at prefent perfectly well

regulated. The riders are all exa(51: in their weight, finenefs, and
denomination ; the ducats are all now recoined of legal weight and
finenefs ; and the denomination not being fixed, they ferve, in a

trading nation, as a merchandize, of which the weight and fine-

nefs are well afcertained. The only defe6l, therefore, l can difcover

in the Dutch gold currency, is the form of the pieces. They have
too much furface in proportion to their weight, and the imprefilon

N. z - is ,
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is too fharp ; both which contribute greatly to the wearing of the

coin.

Account of The filver currency of Holland is of two forts. The bank fpe-

cies, and the current fpecies. Here it mull be obferved, that by

bank fpecies is not meant Amfterdam banco, or bank money, but

certain coins which are called hank fpecies. Thefe are,

Pieces of 3 guilders.

•" 30 ftivers.

. 20 ftivers.

Thefe are called groff gelt, as being the good fpecie, of which

hitherto we have only fpoken. Sums to be paid in bank fpecies,

muft be compofed of -i of this currency, and of 4 of what follows,

viz. Riders of 14 florins.

Dutch half crowns of 28 ftivers.

Ses t'halves of 5I ftivers.

I have put in the riders, though a gold coin, in order to give a

compleat enumeration of all the kinds of thefe bank fpecies.

Regulations Foreign bills drawn on Rotterdam in banco (i. e. hank fpecies)

for the pay- often received there, in any of the above fpecies, without regard
meat of to-

^ j i. u
reign bills to the i wliich ought to be grofFgelt; but when the holder of the
m coin. ^^ deftres the acceptor (which the latter cannot refufe) to write it

off to his credit in the current bank of Rotterdam, and that he has

there no ftock, then, if he brings in fpecie to the bank, it muft be

as above fpecified.

Ditto for Current bills, not fpecified by the word banco, are generally paid
current bills.

^^^Qj,^j^^^g to the following proportion:

-J_ in fchillings of 6 ftivers.

-r^ in dubieties of 2 ftivers.

T-%. in good filver.

Ditto for Merchandize are paid with all kinds of Dutch filver, .^V only in

merchan- dubletics, and -i gold, lefs or more, or fometimes none, according

to agreement.

The deno- From this expofition of the matter, it is very evident, that all

minationsof
j-^^efe currcucies muft be of different intrinfic values, in proportion

the feveral
.

filver cur- tO
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to their denomination ; otherwife, why all this trouble about regu- rencies not

iating the proportion to be received in payments ? This proceeds edTtS"
from two caufes : firft, from the wearing of the pieces j the fecond, """'^'"''ific va-

from the difproportion of the finenefs in pieces of the fame weight Caufeofthls.

and denomination.

As to the firft, to wit, the wearing of the coin, I fhall d^fervxe, Regulations

that the three denominations of the good filver, to wit, the 3 guil- I^J"wd'hfn

der pieces, the 30 ftiver pieces, and the 20 ftiver pieces, are put up°f ^'•/^''^ps-

promifcuoufly in the fame bags ; being of the fame finenefs, and current,

confequently of the fame value, in proportion to their weight.

Thefe bags contain 600 florins each, and the legal and full weight,

with which they are weighed at the bank current of Rotterdam, is

25 marcs 5 ounces and 10 engles. Now the exac^ weight of a florin, *

according to the regulation, is, as we have faid, 200.21 aces fine ;

then the 600 florins ought to weigh 1201.2^ aces fine, which at the

ftandard of 263 parts fine to 25 alloy, is i3i5'4i' aces ftandard: by

this analogy, 263 : i2oi2o::288 : i3ii'45 ; which is equal to 25 marcs

5 ounces 10 engles and 13 aces. So the weight at the bank is but

13 aces lighter than in ftridnefs it ought to be ; which is fo fmall a

diiference, that it could hardly turn a fcale with fuch a weight fuf-

pended in it : for which reafon, I fuppofe, it is left out, for the

fake of the even reckoning of 2j marcs si ounces.

Did thefe bags of filver coin come up to the full weight, then the

filver currency in Holland would be good as to thofe pieces ; but as

the greateft part of them are old, having been ftruck with the ham-
mer, and are of unequal weight, having been coined Cal marco) in

the old fafhion, when coin was weighed by the marc, and not as

at prefent piece by piece, it is impoflibie they fliould be of legal

weight : the bank, therefore, allows ,2 ounces of remedy in receiv-

ing thofe facs, that is, they put 2 ounces into the fcale with the

fac, and if they find that the fac is ftill light, but that the deficiency

does not exceed one ounce more than the remedy, they throw out

the coin and reckon it over; and if the tale be juft, and that none

of the pieces appear to have been clipped, they receive it as if it
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were of due weight : if it prove above 3 ounces fhort of the jufl

weight, they do not receive it

ances for

light

'

are aa abufe.

^^'
^I'for' Here is a palpable abufe, from a diforder in the coin. If a fac

light weight
|g g^gj. £q little too light, why allow it to pafs, as if it were of due

weight ? Nothing is fo eafy as to order fuch deficiency to be made

good by the deliverer. Weights are made for. exadnefs, and all.

remedies are aukward and incorre(51-.

This allowance muft open a door to malverfations in a country

like Holland, where there is almofl no milled fdver coin. The old

hammered money was not weighed at the mint^ aS' has been faid,'

piece by piece: it was fufficient that every marc of it anfwered to

the legal denomination : under fuch. a regulation^ it is very plain,

that there mud be many pieces above the legal weighty as well as.

many pieces below it. Is it to be fuppofed that money-jobbers wilt

not profit of that inequality, by reducing the heavy pieces to thein

llandard weight, when by fuch an.adtion they cannot be convi6led-

of any a'ime ? This is one abufe

^

By reducing the heavy pieces to their legal v/eight, the currency.

is degraded ; becaufe that which is taken from thefe ought to be

left to compenfate what the light pieces fall lliort. The bank,.

therefore, by giving the remedy, gives a kind of iancftion to this^

malverfation.

F-^Vsof Farther, if a money-jobber gets fome facs above the current

bers in Hoi- weight, is it to be doubted but he will reduce them as near as he^

^^^^'
can to the loweft weight received at the bank ? And if he fliould

miftake, and reduce them too Ibv/, he has ftill an expedient for

cheating the public, which fhall be mentioned prefently.

The beft fii- Now let US fuppofc, that the fpecie we are fpeaking of is, upon

Holland is" an average, only 2 ouncesj5er fac below the ftandard. If it be na
up.oD an a-

jj^Qj-g this circumllance does great honour to the money-job-
verag€, X per '

cent, too bers. Such a deficiency, however, amounts to v/ithin a mere trifle

'^'^''

of I per cent. Is not this an obje6t of great importance, upon all

the filver fpecie of Holland 5 efpecially as the remedy given by the

2 current



CHAt, Vlir. OF POLITICAL OECONO MY. 95

current bank, is a tacit permifllon given to every body who has ad-

drefs, to rob fo much from all the weighty coin ?

Now let us, by the way, correft the former calculation we made from which

• f 1 1 •
-I 1 • '^ follows,

upon the proportion of the metals m the Dutch com. We faid that the ac-

above, that a marc of fine gold in riders circulated for/. 374, and
|"J|| l{°ih^J'

that the fame weight of filver circulated for /. 2i'.572, which gave metals in
_

for the proportion i to 14.62 ; but here we find that the marc of lg"[ \°o^^^

filver has lofl by fraud and wear i per cent. J4-479«

. Now the marc of filver being 5120 aces, if they have loll i per

cent, there will remain 5068.8 aces. If thefe 5068.8 aces, there-

fore, circulate for/. 25.571, the full marc mull be worth in the

coin / 25.83.

• In order then to find the exadl proportion of the metals in the

Dutch currency, we muH divide 374 by 25,83, inllead of dividing

by 25.572, as we did when we fuppofed the filver of full weight.

Now 4-5-.W is = 14.479. So the proportion is as i to 14.479, the

Ikme, within a trifle, of that received in France ; which is as i to

14.47. But if v/e attend to every circumllanee, -we fliall find the

proportion Hill lower than the lafl: calculation makes it ; for iu

that, we have fearched for it with refpe6l to the bell filver fpecie

in Holland ; whereas we ought, in ilri(5tnefs, to calculate the gold,

againll a mixture of 4 of lefs valuable fpecie, with -i of the good

:

but when computations cannot be brought to perfecPc exa(5lnefsj

it is better not to .attempt a calculation.

Before I leave the confideration of the inequality in the weight Another

of the Dutch currency, I mull take notice of another circumilance ^^'i'"^'^
'"/''^^

. lilver com ot

of confiderable importance. Hoikud.

No payments made in fi.lver, below /. 600, are fubjed: to be-

Vi'cighed -, any more tlian what circulates without being put up
in bags. What reilraint, therefore, is there laid upon money-job-,

bcrs, with refped: to this part of the currency ? When thefe gentle-

men have occafion for money bagged up, they take care that fucli

:

fpecie fhall be of the proper weight to pafs at the current bank,

.and as for all that is lightj they either employ it in payments be-

low
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low/ 600, or throw it into the common circulation. This circum-

ftance prefents us then with two forts' of filver currency in Hol-

land ; that which is bagged up, and weighty; and that which is

not, and light.

If we confider the trade of Holland, and the prodigious quan-

tity of payments made in current money, we fhall find the quan-

tity of filver which circulates in loofe pieces very fmall, in pro-

portion to that which is bagged up : the regulation therefore of

weighing the bags is of infinite importance ; and were it not for

that, the currency would be debafed in a very Ihort time. But the

caftiiers, who are the great depofitaries of this currency, being

obliged to deliver the bags of the legal weight, they are thereby

reftrained from tampering with it : and the bagging up, greatly

preventing the wear, fupports tolerably well the weight of this old

cuiTcncy of hammered money.

Reafon of To people who do not attend to all thefe circumfiances, there

the great ^pp^^rs a prodigious fcarcity of filver currency in Holland. It is
apparent rr

,
r o

r i •••t-ij
fcarcity in thcrc as difficult to get change for ducats, as it is in England to

fiivercoia get change for guineas ; and yet, upon examination, we Ihall.

find, that the intrinfic value of the filver coin, commonly given in

exchange for the gold fpecies, is far below the value of the gold.

A paradox Here then is a paradoxical appearance to be refolved ; to wit,

fohxV^"
^°^ ^^ ^^^ happen in trading nations, fuch as England and Hol-

land, that in the exchanging light filver coin for weighty gold

coin, people iliould be fo unwilling to part with the filver, although

really of lefs value than the gold.

This is the cafe in both countries : thus it happens in England,

where there is fo little lilver currency r and the cafe is the fame

in Holland, where there is a vaft deal. Let me therefore endeavour

to account for thefe political phsenomena.

Since the time I compofed the former part of this inquiry into

the principles of money and coins, I have found, by the trials I

made in Holland upon the weight of the Englifli filver currency,

that fhiilings are at prefent (1761) far below the weight of ~ of

a pound
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a pound troy, which is what they ought to be, in order to make

2 1 of them equal in vahie to a new guinea, according to the pre-

fent proportion of the metals. It is therefore demanded,

i7no, How it comes about that fuch fliillings do not debafe the

value of the Englifh flandard below that of the gold ?

^do, Why are they fo difficult to obtain, in change even for new

guineas, which are of more intrinfic value every where ? And,

2,tio, Why money-jobbers are not always ready to give them in

exchange for new guineas ?

Thefe appearances feem inconfiftent with the principles above

laid down; and a reafon muft be given why thefe principles do

not operate their efFe6l in this example.

I anfwer, that circumllances are infinite, and muil conftantly be Solutioa

attended to ; and there are in the cafe before us feveral fpecialities

not to be overlooked ; I fhall therefore point them out, in my an-

fwers to the three queftions, as they lie in order.

As to the firft, I anfwer, that thefe fliillings are in fo fmall a

quandty, in proportion to the gold fpecies, that they cannot be

employed in payments. Now it has been faid above, that exchange

(in trade) regulates the value of the pound fterling, and confiders

it as a determinate value, according to the combination of the in-

trinfic worth of all the feveral currencies, in proportion as payments

are made in one or the other. Now (generally fpeaking) no commer-
cial obligations are acquitted in filver. I do not underftand by the

word payments, a few pounds fterling fent from farmers in the

country, perhaps in payments of their rents to their landlords ;

nor what falls into the public offices, in the payment of taxes. It

is trade alone, and the payment of bills of exchange between dif-

ferent countries, which can afcertain the true value of that

currency in which mercantile payments are made. Were thefe

worn-out fhillings in fuch plenty as to allow bills of exchange to

be acquitted in them, I make no doubt but they would fall be-

low the value of the ^\ of new guineas j every one would be

glad to difpofe of them for guineas, at the rate of their cur-

VOL. II. O rency;



98 AN INQUIRY INTO THE PRINCIPLES Book III. P. 2.

rency ; and guineas, then, would be as difficult to be got for fil-

ver, as filver is now to be had for guineas. This would bring the

ftandard flill lower than it is at prefent ; that is, below the value of

the gold : but as payments cannot be made in fliillings, their cur-

rency cannot afFed: the fiandard.

The fecond queftion is, Why they fhould be fo difficult to obtain

in change for guineas, which are above their value ?

I anfwer, that it is not the intrinfic worth of the light fliil-

lings which makes them valuable, and difficult to be got ; but the

utility they are of in fmall circulation, forces people to part with

their guineas for a lefs valuable currency. Thefe fliillings I con-

fider (now) as marks, not as material money, fitted to a fiandard-

Every body knows the difference between marks or counters, ^ndfpecie

of intrinfic ivorth. The copper coin of moll nations is marks, and paf-

fes current, although it does not contain the intrinfic value of the

denomination it carries ; nor ought it to be a legal tender in pay-

ments above a certain fum. Such a regulation preferves its ufeful-

nefs for fmall circulation, and prevents it, at the fame time, from

debafing the ftandard, and involving in confufion the fpecifc cur-

rency (as I may call the gold and filver coins) when properly pro-

portioned, and of juft weight.

But fliillings in England, although they be at prefent in a man-

ner no better than marks, becaufe of their lightnefs ; yet in the

eye of the law they continue to be lawful money, and a legal ten-

der in payments. It is therefore of great confequence that fuch

fliillings be not in too great plenty. That would have been the

cafe, had government come in to the plan propofed for the coinage

of fliillings below the flandard ; fuch fliillings would have been

coined abroad, and run in upon England, to the great detriment

of the nation ; and although they had been profcribed in payments,

beyond a certain fum, yet they would have been fo multiplied in

fmall payments, as to have furiiiflied a means of buying up the

gold coin, and carrying it out of the country for an under-value.

Whereas the worn fliillings do not produce tliat bad eifec% from

the
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the fcarcity of them, and from the impoffibility of imitating them

in foreign mints *.

The anfwer to the third quedion, viz. Why money-jobbers are

not always ready to give old lliilUngs for new guineas ? is eafy,

from what has been faid. They cannot pick them up below the

mean value of the currency ; becaufe of the great demand there

is for them in exchange for guineas ; therefore they can gain no-

thing by providing them for that purpofe.

It comes next in order, to folve a fimilar phsenomenon in HoL
land, where there are great quantities of filver fpecie, and yet one

can hardly find change for a ducat, except in a ihop, where one

has occafion to buy fomething.

This myftery is eafily refolved. The great quantities of filver in

Holland confifl; of what is put up in bags of due weight, accord-

* It is commonly believed that fliillings are coined at Birmingham, and that govern-

ment winks at the abufe, becaufe of the great fcarcity of filver in England. I find no

foundation for this belief, after the inquiry I have made.

In the firft place, Mr. Harris, who was the beft aflay- maker in Europe, told me,

that a bag of thofe fhillings had been fent to the mint by the Lords of the Treafury,

to be tried by him : that he had found them to be Englifh flandard, to the moft fcru-

pulous exadtnefs : that he did not believe any fuch corred affay could be made, except

at the mint : that all the engravers of the mint declared it was impoffible to imitate a

worn lliilling.

The trials I myfelf made were of a different nature. I examined the fhillings with

a magnifying glafs ; and found almoft every one different in the imprefTion, as well as

in the weight. In feme the back-part of the head was worn, in others the face : none,

in fhort, were worn perfeftly alike.

I put a handful of them into a coal fire ; and taking them out when red-hot, and

throwing them on the hearth, I plainly difcovered, on many of them, fome part of

the arms of Great Britain appearing in the crofs upon thereverfe, in a different colour

from the ground of the coin : in others indeed nothing could be feen : this was owing

*^o the degree of wearing. How then can any dye itrike an imprefTion upon a coin,

which anfwers all thefe appearances ?

I communicated to Mr. Harris the trials I had made, and he was perfedly fatisfied,

upon the whole, that no old (hilling had ever been counterfeited at Birmingham.

O 2 in":
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ing to the regulations mentioned above. This part of their cur-

rency is about 4- per cent, better, in intrinfic value, than ducats at

5/ Sfi- t^^^ ^°^' "^"^^
'
which is a fufficient reafon not to part with

it, in change for ducats at that rate. But belides this bagged up

bank fpecie, there are many other forts of old worn-out coin,

of unequal weight and finenefs.

Thefe ferve as marks for the fmall circulation, and are not a legal

tender in all payments ; fuch as foreign bills. What is the con-

fequence of this ? Since this old fpecie carries denominations above

its value, when compared with the bagged-bank-fdver coin, it

ferves to buy up this good fdver, when it falls into circulation ;

that is, it ferves to buy up, or to exchange, florin pieces, which

are, as I have faid, i. per cent, better than ducats at 5 /. 5 /. Such

good fdver pieces are not very common in ordinary circulation

;

but as it frequently happens that people receive filver in facs, for

their daily expence, who do not mind the difference of -i per cent.

when they pay in this good money, it circulates for a little time,

until it falls into the hands of thofe who know it, and bag it up

again. Thus it happens in Holland, from the diforder of their

coin, that you may be paid a million fterling, if you pleafe, in

good fdver coin ; and yet you find difficulty to procure filver for a

ducat, in the lighteft, bafeft, and mofl aukward pieces imaginable

for reckoning. The bad confequences refulting from this dif-

order, have been taken notice of in the proper place.

End of the Third Book.
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PRINCIPLES OF POLITICAL OECONOMY.

BOOK IV.

OF CREDIT AND DEBTS,

PART J,

OF THE INTEREST OF MONEY.

INTRODUCTION.

IC OM E now to inquire into the principles of credit ; a fubjedl

already introduced in the 27th chapter of the fecond book,

where I examined the nature of circulation, and pointed out the

principles, which dired a ftatefman when and how to retard or

accelerate its activity, according as the political interefts of his

people may require.

In that chapter the objeiSt was, when and how either to extend or

reflrain the ufe of credit, according to political circumftances. The

queftion now comes to be, what that credit is ; upon what it is

founded ; what the various fpecies of it are ; what the methods of

eftablifhing and extending it, while in its infancy and vigour ; how
to fuftain it when overftretched ; and lafl of all, how to let it fall as

gently as poffible, when by no hiiman prudence it can be longer

fupported ?

Many
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Many political writers in treating of credit, reprefent it as being

of a very myflerious nature ; owing its eftablifliment to a confidence

not eafily accounted for, and difappearing from the llightefl unfa-

• vourable circumftances.

That credit, in its infancy, is of a very delicate nature, I willingly

allow J as alfo that we have many examples which confirm the

fentiments of thofe who believe it to contain, in itfelf, fomething

very myflerious : but this proves no more, than that, in fuch cafes,

credit (as I confider it, and as it will appear really to be) has not

been properly eftabliflied. The caufe of confidence has had no-

thing in it but opinion, and when this is the cafe, credit is but a

iliadow ; a thin vapour, which may be diflipated by the fmallefl

breath of wind.

They all agree that credit is no more than confidence, but they

do not examine how that confidence is to be eftabliflied on a folid

foundation.

The operations of credit are incompatible v/ith the involved con-

trads of the law, and with the fpirit of intricate land-fecurities.

The policy of fuch contrails was analogous to the manners of the

times which gave them birth. Trade is a late refinement, in moft

nations of Europe, and induftry is ftill a later : the beginnings of

both are flow, imperceptible, and obfcure. The inftruments by

which they are promoted, are the lower clafles of a people ; fuch

individuals appear to be of very fmall confequence ; and yet it is

by the accumulation of many fmall things only, that this huge

fabric is eredled.

To eftablifli that credit, which is neceflary for carrying on fo

great a work, a ftatefman mufl lend his hand. He muft give a

validity to mercantile obligations, which have no name in his law

books : he muft fupport the weak againft the flrong : he mufl reform

the unwieldy procedure of courts of juflice : he muft facilitate the

fale of property : he muft eftablifli the credibility of merchants

books regularly kept: he muft difcourage frauds, and fupport fair

dealing.

When
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When fuch a plan is once eftablifhed, confidence will find a bafis

in the property of every individual who profits by it. When it is

not eftabliflied, credit will appear like a meteor : intelligent and

crafty men will avail themfelves of it, and thereby dazzle the eyes

of the public, with gilded fchemes of opulence and profperity : man-
kind will fly to induftry, confidence will be eftabliflied ; but as

there will be no method of determining the bounds of that confi-

dence, the promoters of the fcheme will profit of the delufion:

confidence will vanifli ; and the whole will appear to have been a

myllery, a dream. Is not this a reprefentation of many projeds fee

on foot fince the beginnnig of this century ? What were the South

Sea's and Miffifippi's, but an abufe of confidence? Had ever the

caufe of confidence been examined into, would ever fuch extrava-

gant ideas have arrived at the height they did ?

Credit therefore muft have a real, not an imaginary objeft to fup-

port ic ; and although • allow that in all operations of mercantile

credit, there mufl: be fomething left to chance and accident
; yet

that chance mufl: bear a due proportion to the extraordinary profits

reafonably to be expe6led from the undertaking.

From this it appears, what an ufeful fpeculation it is to inquire

properly into the nature of credit ; to deduce with accuracy the

principles upon which it is founded ^ to bani-ih myllery from plain

reafon ; to Ihew how every the moft furprizing efFedt of credit,

whether tending to the advantage, or to the hvirt of fociety, may
cafily ,be accounted for; and, which is the moll ufeful of all, to

point out how fuch effetfts may be forefeen, fo as either to be im-

proved or prevented.

In going through fo extenfive a fubjedt, as a dedudion of the

principles of credit, method is very necefi^ary ; and when a detail

is long, fubdivifions are very convenient. I have, upon this account^

divided this book into four parts.

The firll fhall be fet apart for deducing the principles which regu-

late the rate of interejQ; ; becaufe this is ihe bafis of the whole.



104 AN INQUIRY INTO THE PRINCIPLES Book IV. P. i.

The fecond, for the principles of banking -, under which I Oiali

have an opportunity to unfold the whole dodlrlne of domeftic cir-

culation.

The third, for thofe of exchange i which is equally well calcu-

lated for carrying on i^oreign circulation ; and as to what regards

debts, and the borrowing of money, with all the confequences

which they draw along with them, thefe important objeds will

furniih ample matter for

The fourth and laft part, which fliall treat of the principles of

public credit,

Thefe prernif^d, I proceed to the definition of credit.
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CHAP. 1.

IVhat Credit is^ and on what foimded.

CREDIT is the reafonable expcSIation entertained by him nvho fulfills

his fide of any contraSi, that the other contra^ing party ivill ncipro-

cally make good his engagements.

To illuftrate this, we may fay with the lawyers, that as all con-

trails may be reduced under one of the following heads, Do ut des,

do lit facias ; facio ut des, facio ut facias ; fo he who a6liially gives or

performs his part, is the creditor, or the perfon who gives credit

;

and he who only promifes to give or perform, is the debtor, or the

perfon who receives it.

Credit, therefore, is no more than a well efablifljed confidence be-

tween men, in what relates to the fulfilling their engagements.

This confidence muft: be fupported by laws, and eftablifhed by

mianners. By laws, the execution of formal contraAs may be en-

forced : manners, alone, can introduce that entire confidence which

is requifite to form the fpirit of a trading nation.

Credit, in its infancy, mull be fupported by llatutes, and en-

forced by penalties ; but when it is once well efiabliflied, every

recourfe had to law, is found to wound the delicacy of its confti-

tution. For this reafon we fee, that in certain nations, the legi-

fiator wifely excludes the ordinary courts of juftice from extend-

ing their rigid jurifdicflion over mercantile engagements: tliey

leave to the prudence and good faith of men verfed in commerce,

to extricate the combinations v^rhich refult from fuch tranfadions

;

becaufe they are to be interpreted more according to the conftant

flu6luation of manners, than to the more permanent inftitutions of

pofitive law.

The more the jurifdiftion of the llatefman is unlimited; or in

other words, the lefs the power of any fovereign is refirained, by

VOL. IL • P the
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the laws and conilitution of the flate he governs, the more it be-

hoves him to avoid every Hep of adminiilration which can make
his authority be felt in cafes where credit is concerned. If he fliould

happen, for example, to be a debtor himfelf, he mull take good

care never to appear in any other light to his creditor. The mo-

ment he puts on the fovereign, the fame moment all confidence is

loft. For thefe reafons, we have hitherto had few examples (I

might perhaps have faid none at all) where credit has been found

permanently folid, under a pure monarchy.

But we muft obferve, at the fame time, that the ftability of cre-

dit is not incompatible with that form of government. At certain

times, we have feen credit make a furprifmg progrefs in France ;

and it has never fuffered any check in that ftate, but from a<5ts of

power, which I think have proceeded more from inadvertency, and

want of knowledge, than from a defign of defrauding creditors.

Thefe may be looked on as blunders in adminiftration ; becaufe

rhey have conftantly difappointed the purpofe for which they were

intended. Let me prove this by fome examples.

The arret of 21 May 1720, (of which we fhall give an account

hereafter) deftroyed in one day the whole fabric of credit, which

had been eredled in France during the courfe of three years 5 and

which in fo fhort a time had mounted to a height hardly credible.

I fay, that in one day this inadvertent ftep (for no real injury was

intended) deftroyed the credit of 2,697,048,000 livres of bank notes,

(above 120 millions fterling) and of 624,000 actions of the Eaft India

company, which (reckoned at 5000 livres apiece, the price at which

the company had laft fold them) amount to 3,120,000,000 livres, or

above 140 millions fterling. Thus at one blow, and in one day, 260

millions fterling of paper currency, payable to bearers, was ftruck

out of the circulation of France ; by an ufelefs and inadvertent a6l

of power, which ruined the nation, and withered the hand which

ftruck it : an event too little underftood, and too little remembered

in that kingdom. i ..
This
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This plaiiily appears from their late corxdudl ; for in the end of

1759, at a time when the credit of France was in fo fiourifliing a

fituation as to have enabled her to borrow, that very year, near 200

millions of livres ; and when there was a profpeifl of being able

to borrow, in the year following, a far greater fum, the iliutting

up what they called their caijje d'amo7'tiJJhment, for the fake of with-

holding 32 millions of livres interell due to the creditors, ilruck all

credit 'with foreigners dead in one inflant.

Thefe examples fliew what fatal confequences follow a misjudged

exercife of power in matters of credit.

On the other hand, the rapid progrefs of credit in France before

the Miffilippi, and the liability of it from 1726 to the year 175" 9,

abundantly proves, that nothing is more compatible than monarchy

and confidence. All that is wanting is the ellablifhment of one

maxim in government; to wit, that the King's power is never to extend fo

far, as to alter the fmalleft article of fuch ftipulations as have been

made with thofe who have lent money for the fervice of the ftate.

Maxims in government bind the tnonarch and the leg'i/lature, as laivs bind

fuhjeBs and fuhordinate magifirates : the one and the other ought to be

held inviolable, fo far as they regard credit ; or confidence will be

precarious.

What has fupported the credit of Great Britain, but the maxim
conftantly adhered to, that the public faith pledged to her creditors

is to be inviolable ?

Does any one doubt, but the legillature of that nation may
fpunge out the public debts, with as much cafe as a King of France ?

But in the one kingdom, the whole nation muil be confuked as to

the propriety of fuch a flep ; in the other, it may be done at the

iniligation of a fmgle perfon, ignorant of the confequences : but I

hope to make it appear, before the conclufion of this book, that it

is impoffible to form a fuppofition, when a flate can be benefited by

deliberately departing, for one moment, from the faith of her en-

gagements. A national bankruptcy may (no doubt) happen, and

become irreparable ; but that muft be when the Hate is emerging

P 2 from
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from a fignal calamity, after having been involved in ruin and Gon--

fulion.

Confidence, then, is the foul and efTence of credit, and in every

modification of it, we ftiall conftantly find it built onthatbafisj;

but this confidence mufl: have for its obJQ€t a.. 'willingnefs and at

capacity in the debtor to fulfil his obligations^

G H A P. IL-

Of the Nature of Ohligations to be performed, in Cojtfequence of

:

Credit giveri.

.

WE have already faid, that all obligations contracted with a i

view to be performed in future time, conlift in doing or

giving fomething ; in confideration of fomething done, or gi'uen.

When adions only are fi:ipulated in contrails, credit (in a ftriift

acceptation of the term) is little concerned ; becaufe no adequate

fecurity can be given for performing an a6tion : fuch contra6ls fi:and

wholly upon the willingnefs and capacity of aSiing, which depend

more upon the per/on than upon the faculties of the debtor. To fupply

that defect, we fee penalties ufually llipulated in fuch cafes ; which

reduce tliofe contracts to an alternative obligation of either doing

or giving,.

We fliall therefore throw out the confideration of the firfl alto-

gether, as being foreign to our purpofe ; and adhere to the latter,

;

which is the true objeCt of credit. Again,

In all obligations to give any particular thing, there is conftantly

implied an alternative alfo; to wit, either the thing llipulated, or

the value (id quod inferejl, according to the lawyers) this muft be

relative to money ; which is the common price of all things in com-

merce among men.

6 Thus
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Thus we have brought credit to the obje6l under which we are

to confider it, viz. the obligation to pay money, either for value re-

ceived, or for Tome confideration relative to the parties, which may

be the juft ground of a contra6t.

Credit and debts are therefore infeparable, and very properly

come to be examined together in this book.

When money is to be. paid at a diftant period of time, the obli-

gation may either be, i. for one precife fum ; or 2. for that fum

with int^reft, during the interval between contra<5ting and fulfilling

the obligation.

The lending of money without intereft, was very common,

before the^ introdu(ftion of trade and induflry. Money then was

confidered as a barren flock, incapable of producing fruit ; and

whenever the quantity of it, in any country, exceeded the ufes of

circulation, the remainder was locked up in treafures. In that lighty

the exacting of intereft for it appeared unreafonable,

.

Things are now changed : no money is ever locked up ; and the

regular payment of intereft for it, when borrowed,, is as eOTential to

the obtaining of credit, as the confidence of being repaid the capi-

tal. Thefe periodical payments are a conftant corroboration of tins

confidence ; fo that it may be faid, with truth, that he who can

give good fecurity, to pay to perpetuity, a regular intereft for mo-

ney, will obtain credit for any fum, although it fliould appear evi-

dent, that he never can be iaa capacity to^refund the capital..

The reafon of this may be gathered from the principles already

deduced, and from the plan of our modern oeconomy.,

V/e have faid in the fecond book, that the current, money of a

country is always in proportion to the trade, induftry, confiimption,

and alienation-, which regularly takes place in it ; and when it hap-

pens that the money already in the. country is not fufiicient for

cauying on thefe purpofes, a part of the folid property, equal .to

the deficiency, may be melted down (as we have called it) and

made to circulate in paper. That fo foon again as tliis paper aug-

ments beyond that proportion, a part of what was before in circu-

lat'on.
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lation, muft return upon the debtor in the paper, and be realized

anew.

Now let us confider what is underftood by r-eatized. By this term

is meant, that the regorging paper, or that quantity of currency

which a nation pofTelTes over 'and above what is necelTary for its cir-

culation, mull be turned into fome fliape whereby it may produce

an income ; for it is now a maxim, that no money is to be fufrered

to remain ufelefs to the proprietor of it.

When this regorging paper then comes upon the debtor in it, if he

fhould pay the value of it in hard fpecie, how would the condition

of the creditor be improved ?

We fuppofe the credit of the paper equal to the credit of the coin

within the country. We alfo fuppofe that the paper has- fo llag-

nated in the hands of the bearer, that he can neither lend it, or

purchafe with it any fpecies of folid property, within the country,

capable to produce an income : for if any way of difpofing it ufe-

fully can be found, this circumftance proves that circulation is not,

at that time, fully Hocked ; confequently, the money does not re-

gorge. But let us fuppofe that it does regorge ; then he mufl

either oblige the debtor in the paper to pay in coin, and lock that

up in his coffers, as was the cafe of old ; or he muft fend his coin

to other countries, where circulation is not fully flocked, and

where an income may be bought with it. This conftantly happens

when circulation is either overftocked, or when the quantity of it

begins to diminifli in a country.

Let me next fuppofe, that in a country reafonably ftocked with

money, a fudden demand for it, far beyond the ordinary rate of

circulation, fliould occur : fuppofe a war to break out, Vs/hich ab-

forbs, in a fliort time, more money than, perhaps, all the coin in a

nation can realize. The ftate impofes a tax, which, let me fuppofe,

may produce a fum equal to the interefl of the money required. Is

it not very certain, that fuch perfons who found a difficulty in

placing their regorging capitals, w^ill be better pleafed to purchafe

a part of this annual interell, than to lend it to any perfon who
might
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might pay it back in a fliort time ; by which repayment the lender

would again be thrown into the fame inconvenience as before, of

finding a proper out-let for it ? This is a way of realizing fuper-

fluous money, more effectual than turning it into gold or filver.

When I fpeak, therefore, of realizing paper money, I underlland

either the converting it into gold and filver, which is the money of

the world ; or the placing of it in fuch a way as to produce a per-

petual fund of annual interelt.

V\''ere public borrowing, therefore, to work the efFed of bringing

the money in circulation below the proportion required for carry-

ing on alienation, then an obligation to repay the capital would be

necelTary, and complaints would be heard againfl the ftate for not

paying off their debts ; becaufe thereby the progrefs of induflry

would be prevented. But when the operations of credit are allowed

to introduce a method of creating money anew, in proportion to

the demand of induflry, then the ftate has no occafion to pay back

capitals ; and the public creditors enjoy far better conditions in

their annual income, than if the capitals were refunded.

Let me illuftrate this by an example.

We muft take it for granted, that in every nation in Europe, there

is a fum in circulation equal to the alienation v/hich goes on

adually at the time. We muft alfo take it for granted, that the

amount of all debts whatfoever, public and private, paying intereft

to the clafs of creditors, is a very great fum: now let us fuppofe,

that the clafs of debtors lliould be enabled (no matter by what

means) to pay off what they owe, in coin ; would not, by the fuppo-

fition, a fum nearly equal to that coin immediately fall into ftag-

nation, and would it not be impoffible to draw any income from it ?

This was exadly the cafe of old. The coin far exceeded the ufes

of circulation, and ftagnated in treafures. Wars brought it out ;

becaufe then circulation augmented ;
peace again cutting off thefe

extraordinary demands, the coin ftagnated again, and returned to

the treafures.

What is the cafe at prefent ?

Money
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:Money and coin are never found to furpafs the nfes of circulation

; ill commercial countries. When war comes, which demands an

extraordinary fupply, recourfe is had to borrowing upon intereft

;

not to treafures : and the defire of purchafmg this intereft, which

we call an annuity, draws treafures even from the enemies of thofe

nations who have the beft credit. Again, at the end of a war, in

place of an empty treafure, as was the cafe of old, we find a huge

fum of public debts. As oeconomy filled the treafury then, fo ©eco-

nomy muft pay off the debts now.

From what has been faid, it plainly appears, that intereft is now
become fo abfolutely eflential to credit, that it may be confidered

as the principal requiiite, and bafis on which the whole fabric

ftands : we fliall therefore begin by examining the origin and na-

ture of intereft, and alfo the principles which influence the ratCj

and regulate the fluduations of it.

C H A P, III.

^OJ the Intereft of Money.

SHALL leave it to divines and cafuifts to detemiine how far

•the exacting of intereft for money is lawful, according to the

principles of our religion.

The Jews, by the laws of Mofes, were forbid to lend at intereft to

their brethren, but it was permitted to lend to ftrangers. Dent. chap.

sxiii. ver. 19, 20. This Avas one of the wifeft political inftitutions

to be met with in fo remote antiquity, as we iliall hereafter explain.

In the primitive ages of chriftianity, the lending at intereft was

certainly reputed to be unlawful on moft occafions. That fpirit of

charity, to all who were in want, was fo warped in with the dodrine

of our religion, that a borrower was conftantly confidered to be in

that
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that fituation. Trade was little known ; trading men were gene-

rally ill looked upon ; and thofe who deviated fo far from the fpirit

of the times, as to think of accumulating wealth by the ufe of their

money, commonly degenerated into ufurers.

In the middle centuries, when a miftaken zeal animated chrifti-

anity with a mofl ungodly thirll for the blood of infidels, the Jews

were, in every nation in Europe, almofl: the only money lenders.

This circumftance ftill more engaged the church to dart her thun-

der againfl this pracftice ; and the loan upon intereft never took root

among chrillians, until a fpirit of trade and induftry fprung up in

Italy in the time of the Lombards, and fpread itfelf through the

channel of the Hans-towns over feveral nations.

Then the church began to open her eyes, and faw the expediency

of introducing many modifications, to limit the general anathema

againfl the whole clafs of money lenders. At one time it was de-

clared lawful to lend at intereft, when the capital fhared any rifque

in the hands of the borrower; at another, it was found allowable ;

when the capital was not demandable from the debtor, while he

paid the intereft : again, it was permitted, when the debtor was
declared by fentence of a judge, to be in mora in acquitting his

obligation : at laft, it was permitted on bills of exchange. In fliort,

in moft Roman catholic countries, intereft is now permitted in

every cafe almoft, except in obligations bearing a ftipulation of in-

tereft for fums demandable at any time after the term of payment

;

and it is as yet no where confidcred as elTential to loan, or demand-

able upon obligations payable on demand.

Expediency and the good of fociety (politically fpeaking) are the

only rule for judging, when the loan upon intereft fliould be per-

mitted, when forbid. While people borrowed only in order to pro-

cure a circulating equivalent for providing their necelTaries, until

they could have time to difpofe of their efFe(^s ; and while there was
feldom any certain profit to be made by the ufe of the money bor-

rowed, by turning it into trade, it was very natural to confider the

lender in an unfavourable light ; becaufe it was fuppofed that the

VOL. II. Q„
'

money,
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money, if not lent, muil have remained locked up in his coffers.

But at prefent, when v/e fee fo many people employed in providing

ftores of neceilaries for others, which, without money, could not

be done ; forbidding the loan upon intereft, has the eifed of lock-

ing up the very inflrument (money) which is necelTary for fupply-

ing the wants of the fociety. The loan, therefore, upon intereft, as

fociety noivjiands compofed, is ellablifhed, not in favour of the lenders,

but of the whole community j and taking the niatter in this light,

no one, I fuppofe, will pretend that what is beneficial to a whole

fociety lliould be forbid, becaufe of its being proportionably advan-

tageous to forae particular members of it.

If it be then allowed, that tlib loan upon intereft is a good poli-

tical inftitution, relative to the prefent fituation of European focie-

ties, the next queftion is, to determine a proper ftandard for it, fa

as to avoid the oppreffion of ufurers, on one hand, and on the other,

to allow fuch a reafonable profit to the lender, as may engage him

to throw his money into circulation for the common advantage.

This queftion leads us diredtly to the examination of the prin-

ciples which regulate the rate of intereft ; and if we can difcover

a certain rule, arifing from the nature of things, and from the

principles of commerce, which may diredl a ftatefman how to

eftablilh a proper regulation in that matter, we may decide with

certainty concerning the exadl limits, between unlawful and pinch-

ing ufury, exacted by a vicious fet of men, who profit of the dif-

trefs of individuals ; and that reafonable equivalent which men
have a right to expect for the ufe of their money, lent for carrying

on the circulation of trade, and the employment of the lower claflea

of a people, who muft fubfift by their indullry or labour.
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C H A R IV.

Of the Principles which regulate the Rate of Interefl.

WE muft now recal to mind the principles of demand and com-

petition, fo fully deduced in the fecond book, in order to

anfwer the following queftion, viz.

What is the principle which regulates, at all times, the jull and

adequate rate of interefl for money, in any particular Hate ?

I anfwer. That at all times, there is in every ilate a certain num-
ber of perfons who have occalion to borrow money, and a certain

number of perfons who delire to lend : there is alfo a certain fum
of money demanded by the borrowers, and a certain fum offered

to be lent. The borrowers defire to fix the interefl as lonv as they

can ; the lenders feek, from a like principle of felf-interefl, to carry

the rate of it as high as they can.

From this combination of interefls arifes a double competition,

which fluctuates between the two parties. If more is demanded to

be borrowed, than there is found to be lent, the competition will

take place among the borrowers. Such among them who have the

moft prefTmg occafion for money, will offer the higheft interefl,

and will be preferred. If, on the contrary, the money to be lent

exceeds the demand of the borrowers, the competition will be upon
the other fide. Such of the lenders, who have the moft prefling

occafion to draw an interefl for their money, will offer it at the

lowefl intereft, and this offer will be accepted of.

,

I need not launch out into a repetition of what has been faid con-

cerning the influence of double competition, in fixing the price of

commodities : I fuppofe thofe principles underftood, and well

retained, by thofe who read this chapter; and confine myfelf here

to what is peculiar to the demand for money.

C^2 The
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The price of commodities is extremely fludluating: they are all

calculated for particular ufes ; money ferves every purpofe. Com-

modities, though of the fame kind, differ in goodnefs : money is

all, or ought to b^ all of the fame value, relative to its denominations.

Hence the price of money (which is what we exprefs by the term

interefi) is fufceptible of a far greater liability and uniformity, than

the price of any other tiling.

We have fliewn in the 28th chapter of the fecond book, in exa-

mining the principles which regulate the prices of fubfiilence, that

the only thing which can fix a ftandard there, is frequent and

familiar alienation. The fame holds true of money. Were we to

fuppofe a ftate, where borrowing and lending are not common,

and where the laws fix no determinate interefi for money, it would

hardly be pofTible to afcertain the rate of it at any time. This was

jhe cafe of old.

Before the reign of Henry VIII. of England, anno isAS-i there was

no flatute regulating the rate of interefi in that kingdom. The rea-

fon is very plain. In thofe days there was little circulation, and

the borroAving upon interefi was confidered as a mortal fin. The

confequence of this was, that ufurers, having nothing but con-

fcience to reflrain them, carried the price of their money to a level

with the prefTmg occaiion of fpendthrifts, while others, from friend-

Ihip, lent for no interefi at all. Henry fixed the rate of interefi at

10 per cent, and his cotemporary, Francis I. of France, anno is^2,

(who was the firfl who borrowed money in a regular manner upon

the town-houfe of Paris) fixed the interefi at the 12th penny, that

is, at 8-1 per cent.

In thofe days, it was impoflible for a flatefman to determine any

jufb rate for interefi ; and accordingly we find hiflory filled with the

extortion of ufurers, on one hand, and the violence and injuflice

of Princes and miniflers towards thofe who had lent them money,

on the other : was it then any wonder, that lending at interefi was

imiverfally cried out againil ? It really produced very little good,

and was the caufe of manifoM calamities to a ftate. When the

Prince
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Prince borrowed, it was when in the moft urgent diftrefs : thofe

who lent to him, forefaw the danger of being plundered if they

refufed, and of being defrauded as foon as the public diftrefs was

over : for this reafon they exaded the mofl exorbitant intereft : the

confequence was, that the people were loaded with the moft grievous

taxes, and the tax-gatherers were the Prince's creditors, to whom
fuch taxes were afligned.

In our days, trade, induftry, and a call for money for fuch pur-

pofes, enable the borrower to enrich himfelf, to fupply the wants

of the ftate, and to pay his intereft regularly.

If we compare the two fituations, we fhall find every difadvan-

tage attending the former, and every advantage connected with the

latter.

Without good faith there is no credit ; without credit there is no

borrowing of money, no trade, no induftry, no circulation, no

bread for the lower clalTes, no luxury, not even the conveniencies

of life, for the rich. Under thefe circumftances, there can be no

rule for the rate of intereft ; becaufe borrowing cannot be frequent

and familiar.

In proportion, therefore, as borrowing becomes frequent and

familiar, the rule for fixing the rate of a legal intereft becomes

more pra(5ticable to a ftatefman. Let me take a ftep farther.

We have faid, that it is the flu(5luation of the double competition

between Taorrowers and lenders, v/hich occafions the rife and fall of

the rate of intereft ; I muft now point out the principles which occa-

fion this ilu(5tuation.

Were the interefts of trade and induftry fo exa(5lly eftablifiaed, as

to produce the fame profit on every branch, the money borrowed

for carrying them on, would naturally be taken at the fame rate

;

but this is not the cafe : fome branches afford more, fome lefs profit.

In proportion, therefore, to the advantages to be reaped from bor-

rowed money, the borrowers offer more or lefs for the ufe of it.

Befides the clafs of men who borrow in order to proft by the loaiL,

there is another clafs, who borrow in order to d[[fipate. The firft clafs

never
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never can offer an intereft which exceeds the proportion of their

gains : the fecond clafs, finding nothing but want of credit to Umit

their expence, become a prey to ufurers. Were it not then upon

account of thefe laft, there would be no occafion for a ftatute to

regulate the rate of interefl. The profits on trade would fi:rike an

average among the indufirious claffes ; and that average would fall

and rife, in proportion to the flourifliing or decay of commerce.

Let us next examine the principles which prevent the monied

men from committing extortions, and which oblige them to lend

their money for that rate of intereft which is in proportion to the

profits upon trade and induftry.

In every country there is found a fum of money (that is, of cir-

culating value, no matter whether coin or paper) proportioned to

the trade and induftry of it. How this fum is determined, and how
it is made to augment and diminilh in proportion to induftry, we
have already explained in the 26th chapter of this fecond book : we

are now to examine fome of the confequences which refult from

the accidental ftagnation of any part of it to the prejudice of aliena-

tion ; and we muft fliew how the loan upon intereft is the means of

throwing it again into circulation.

There are in every ftate fome who fpend more, and fome who

fpend lefs than their income. What is not fpent muft ftagnate ; or

be lent to thofe who fpend more than the produce of their own
funds. Were the firft clafs found fo to preponderate, as to require

more money to borrow than all that is to be lent, the confequence

would be, to prevent the borrowing of merchants ; to raife intereft

fo high as to extinguifh trade ; and to deftroy induftry ; and thefe

refources coming to fail, foreign commodities would be brought

in, while exportation would be ftopt, money would difappear, and

all would fall into decay.

This, I believe, is a cafe which feldom happens ; becaufe the rife

of intereft (as ftates are now formed) has fo much the effed of de-

preciating the value of every fpecies of folid property, that fpend-

thrifts are quickly ftripped of them, by the growing accumulation

I of
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of that canker worm, intereft ; their ruin terrifies many from fol-

lowing fo hurtful an example, and their property falling into the

hands of the other clafs, who fpend lefs than their income ; thefe

new pofTelTors introduce, by their example, a more frugal fet of

manners. This may be the cafe in countries where trade and in-

duftry have been introduced ; and where the operations of credit

have been able to draw a large quantity of foiid property into cir-

culation, according to the principles deduced in the chapter above

referred to. But in nations of idlenefs, who circulate their coin

only, and who are deprived of the refource of credit, high intereft

prevents them from emerging out of their floth ; the little trade

they have, continues to produce great profits, which are incom-

patible with foreign commerce : this may, indeed, make tlie coia

they have circulate for home confumption, but can bring nothing

from abroad.

On the other hand, when trade and induftry fiourifh, and a

monied intereft is formed, in confequence of melting down of folid

property, and ftill more when a ftate feems to contrail great debts,

were the money lenders to attempt to raife the rate of intereft to the

ftandard of the fpendthrift, the demands of trade, &c. would foon

be cut off: the ftagnation would then fwell fo faft in their hands,

that it would in a manner choak them, and in a little time intereft

would fall to nothing. Whereas by contenting themfelves with the

ftandard of trade, the largeft fupplies (provided for the borrowers)

eafily find a vent, without raifing the rate of intereft fo high as to

be hurtful to any intereft within the ftate.

Add to this, that the advantage of realizing, into lands, fo un.

ftable a property as money, muft naturally throw the proprietors

of it into a competition for the lands which difilpation brings to

market; and fo by raifing the value of thefe, they, with their own
hands, defeat the confequences of the difiiipation of fpendthrifts,

and hurt their own intereft, to wit, the rife of the price of money.

From a combination of thefe circumftances, lenders become obliged

to
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to part with their money at that rate of intereft which is the moft

confiflent with the good of commerce.

We have hitherto preferved our combinations as fimple as pof-

iible. We have fuggefted no extrinfic obflacle to borrowing and

lending. If money is to be lent, and if people are fomid who in-

cline to borrow, we have taken it for granted, that circulation will

go on ; and that the ftagnations in the hands of the lenders, will

find a ready vent by the diffipation of the other clafs : we mull now
take a ftep farther.

The fpendthrifts muft have credit ; that is, they muft have it in

their power to repay with intereft what they have borrowed : any

impediment to credit, has the efFedt either of diminifhing the de-

mand for money, and confequently of lowering the rate of intereft,

or of introducing unlawful ufury. If we fuppofe the rate of inte-

reft well determined, and ufury prevented by a regular execution

of good laws, it is very certain, that a ftatefman by hurting the

credit of extravagant people, will keep the rate of intereft within,

due bounds.

If, therefore, we find the laws of any country, in our days, de-

feftive in eftablilhing a facility in fecuring money on folid property,

while the rate of intereft ftands higher than is confiftent with the

good of trade, and with public credit ; we fliould be flow in finding

fault with fuch a defed. The motives of ftatefmen lie very deep

;

and they are not always at liberty to explain them. An example of

fuch clogs upon credit are entails upon lands, and the want of pro-

per regifters for mortgages.

Did the difilpation of landed men tend to promote foreign trade,

fuch clogs would be pernicious : but if the tendency be to promote

domeftic luxury only, and thereby raife the price of labour and in-

duftry, the cafe is widely different. This obfervation is only by the

bye. Our objed at prefent extends no farther, than to point out,

that the diflipation of landed men, and the credit they have to bor-

row
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row money, influences, not a little, the rate of interefl in every mo-
dern ftate.

Thefe are the general principles which, ariflng from things them-

felves, without the interpofition of a ilatefman, tend to regulate the

rate of intereft in commercial nations.

CHAP. V.

Of the Regulation of Intereft by Statute,

TT^ROM the principles deduced in the preceeding chapter, we
-iL have feen how, without the aid of any law, the interefl of

money, in a trading nation, becomes determined, from natural

caufes, and from the irrefiftible efTefts of competition.

But as there is no country in the world fo entirely given to com-

merce, as not to contain great numbers of people, who are totally

unacquainted with it, a regulation becomes neceffary to reilrain,

on one hand, the frenzy of thofe, who, liilening to nothing but the

violence of their paffions, are willing to procure money at any rate

for the gratification of them, let the political confequences of their

diffipation prove ever fo hurtful ; and on the other, to prote6l thofe

who, from neceffity, may be obliged to fubmit to the heavy oppref-

fion of their ufurious creditors.

Laws reilraining ufury, are direcSlly calculated for the fake of

thofe two claffes, not engaged in commerce, and indirectly calcu-

lated for commerce itfelf ; which otherwife might receive a wound

through their fides.

In entring upon the fubjeft mentioned in the title of this chap-

ter, I think we may agree in this, that hitherto all regulations made

concerning intereft, have been calculated either for bringing it

down, or for preventing its rife. The diftrefs which may come

VOL. n. R upon
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upon a flate, by its falling too low, is a phenomenon which has

not yet manifefled itfelf in any modern ilate, by any fymptom I

can at prefent recoiled.

Now if it be true, as I think it has been proved, that the ope-

rations of demand and competition work irrefiftible effeds in de-

termining the rate of intereft in commercial Ilate s ; the ftatefman

who is about to make a regulation, muft keep thefe principles con-

ftantly in his eye.

If we examine the writings of thofe who have treated of this fub-

je6t with intelligence (among whom, I think, Child has a right to

Hand in the foremoft rank) we fhall find very little attention bellowed

upon that mod necelTary and ruling principle.

He lays it down as an axiom, that low interefc is the foul of trade,

in which he is certainly right ; but he feems to think, that it is in

the power of a legijlatiire, by Jlatute, to bring intereji doivn to that k'uel

•which is mofi advantageous to trade ; and in this I differ from him. I

muft do him the juilice to fay, that he no where diredtly affirms

that propofition ; but by fuggelling none of the inconveniences

which may follow iipon an arbitrary redudion of intereft by ftatute,

he leaves his reader at liberty to fuppofe, that the lowering of it is

folely in the hands of a ftatefman.

It is very plain, from the hiftory he has given us of the fucceffive

rates of intereft in England, from lo to G per cent, that without the

interpofition of ftatutes, fuch diminutions would not, in that period,

have taken place, from the principle of competition : but I am not

fo clear that, at this titne, when trade is fo well underftood, and credit

fo generally eftablifhed in many nations of Europe, that a like

admlniftration would work eftecTts equally advantageous.

It is with, great diffidence I prefume to differ from Child upon

tills fubjed ; and I find a fenfible fatisfadion in perceiving that my
principles bring me fo very near to his fentiments on this matter.

The ftrong arguments in favour of Child's opinion, are grounded

upon fadls. He fays, that when intereft was brought down by

ftatute, anno 1 62 c, f rom 1 o to 8 per cent, that in place of producing

any
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any bad effeft, it had that of bringmg it ftill lower immediately

afterwards ; and the fame thing happened, anno 1650, when it was
reduced a fecond time by ftatute, from 8 to 6 per cent, at which rate

it flood at the time he wrote. Thefe fa6ls I give credit to, and ihall

now account for them, from the confequences of fudden revolutions.

When a law is made for the redu(5lion of intereft, all debtors im-

mediately profit by it. Upon this, the creditors muft either fubmit,

or call in their capitals. If they fubmit, land immediately rifes in

its value. If they call in th^ir capitals, they muft have an outlet

for lending them out again, beyond the limits of the jurifdidion

of the legillature. Now this outlet was not then to be found ; be-

caufe credit was no where well eftablifhed, except in Holland, where

intereft was ftill lower.

They were, therefore, obliged to fubmit, and thus intereft was

violently brought down by ftatute ; and a great advantage refulted

from it to the commercial interefts of England.

The fubfequent fall of intereft, in the natural way, is thus eaftly

accounted for.

The confequence of lowering the intereft, was, that the price of

land rofe feveral years in purchafe : the landed men, who had long

gro_aned under the heavy intereft of lo per cent, finding their lands

rife from 12 years purchafe to 15, upon reducing the intereft to 8

per cent, fold off part of their lands, and cleared themfelves. The

natural confequence of this was, to make money regorge in the

hands of the monied men ; to diminiili the number of borrov/ers
;

and confequently, to bring the rate of intereft ftill lovfcr.

One fudden revolution produces another. When intereft is

brought dov/n by ftatute, the price of land muft rife by a jerk ; and

landed men will fuddenly profit of the change in their favour.

When it falls gently, by natural revolutions in the ftate of demand,

the efFe6ls are more infenfible ; the fharper fighted only profit of it

;

others, from expectation of a ftill greater rife m the price of their

]ands, negle(5l to fell in the proper point of time; and may perhaps

be difappointed from a new fluduation in favour of money. This

R 2 is
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is at prefent adually the cafe in Great Britain, fince the peace o£

\']6i. I write in 1764.

Thefe fafts fpeak flrongly in favour of Child's opinion, that it is.

expedient to have recourfe diredly to the ftatute, whenever there is

a profpefc of advancing the interefts of trade by a redudion of

intereft.

It is impoffible to reply to matters of fa6l; all, therefore, I have

to allege in favour of my own opinion, is, that it is more con-

fifcent with the very principles in which both Child and I agree ; it

implies no fudden revolution, and will, in a fliort time, operate the

fame eifeft.

The method of proceeding, according to my principles, is ftiortly

this.

Since it is agreed on all hands, that low intereft is the foul of

trade, and the firmeft bafis of public credit •, that it rifes in propor-

tion to the demand of borrowers, and finks in proportion as money

is made to regorge in the hands of the monied interefl

;

The llatefman fhould fet out by fuch fteps of adminiilration as

will difcourage borrowing, in thofe who employ their money in

prodigality and diffipation, as far as may be confiftent with the

intereft of the lower clafies employed in fupplying home con-

fumption, according to the principles laid down in the fecond book.

He lliould abilain from borrowing himfelf, and even from creating

new outlets for money, except from the moil cogent motives. By

this he will, in a fiiort time, gently reduce the rate of intereft.

Then by ftatute he may bring it down a little, but not fo very low

as the foregoing operations may have reduced it ; contenting him-

felf with having farther rcftridled the extent of the ordinary fluc-

tuations.

As for example : let us fuppofe intereft limited by law to 5 per

r.cnt. and that by good management the ftate may be enabled to bor-

row eafily at 3 per cent. I believe there would refult a notable advan-

tage, in reducing the legal rate to /Lper cent, and were it brought

down to. 3 per cent, there might follow a very great inconvenience

to
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to landed men, in cafe a war fliould fuddenly occalion a revolution

in favour of money.

The difference then between Child and me, is, that I am more

fcrupulous than he, in introducing reflraint into political oeconomy

;

and my only reafon againft applying the flatute, as he propofes, is

for fear of the immediate bad effedls which might follov/ (in many
ways impoflible to be' forefeen) upon a fudden and violent revo-

lution, in a point fo exceffively delicate as public credit.

hi his days, credit was not fo well eftabliflied, nor was it ftretched

as at prefent: it was more acciiftomed to violent fliocks, and could

bear a rougher treatment. But in order to come the better to a

thorough knowledge of this matter, let us examine into what might

be the confequence, if Great Britain fliould, at this time, bring

down, by flatute, the rate of intereil belo'w the level ofthejlocks, which

I take to be the beft rule of determining the prefent value of mo-

ney ; and this is alfo the befl: method of examining the expediency

of Child's method of reducing intereft, under the prefent com-

bination of all our political circumftances.

CHAP. VL

What would he the Cojifeqmnce of reducing^ by a BritiJJj Statute^

the legal Intereji of Money below the prefent level of the Stocks.

WHEN Great Britain borrows money upon the public faith,

the rate of intereft is always ilipulated, and thefe ftipulations

muft be religioufly fulfilled, or credit will be at an end.

The regulations then propofed to be made, mufl only refer to

contraifls of loan -entred into by private parties.

The current value of money, I think, is beft to be determined by

the price of flocks. If a ^ per cent, fells at par, money may be faid

to
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to be then at ^per cent. If the fame ftock falls to 89, then the value

of money rifes to near 4I: if the fame ftock rifes to 1 14, then the

value of money falls to about 34- ; and fo in proportion.

According, therefore, as ftock is found to rife^ the price of money

falls, and 'vice verfa.

Suppofe, then, the price of money to be at 4 per cent, and that

government fhould pafs a law, forbidding any man to lend at above

3 per cent, what would be the confequence ? This is exacflly the

expedient propofed by Child : money then was at 6 per cent, and he

propofes, by a laiv, to bring it, all at once, to 4, without alledging

that money was then commonly got by private convention at fo low

a rate.

Would not the confequence be, that the creditors of private people

would demand their money, in order to get 4 per cent, in buying

ftock, and would not this additional demand for ftocks make them

rife ? I anfwer in the affirmative, unlefs money could be employed

abroad, fo as to produce at leaft 4 per cent, to the lenders, free of all

charge of commiffion, 8cc. If it could not, I have little doubt, but

that money would foon fall to the legal intereft of 3 per cent, laiid

would rife to 40 years purchafe ; and landed men would profit of

the rife, as Child fays was the cafe in his time. The whole incon-

venience would be limited to the immediate effeds of the fudden

revolution ; which would occafion fo great a run upon the landed

intereft, as to reduce them to an utter incapacity of anfwering it.

This might be, in fonie meafure, prevented, by a claufe in the adlr,

allowing a certain time for the liquidation of their debts. But who
will pretend to foretell the immediate confequences of fo great a

ftagnation of credit, and borrowing on land fecurity ? The purfes

of all monied people, would, for fome time at leaft, be faft fhut

againft their demand. What a lliock again, would this be to all

inland trade, v/hat a difcouragement to all the manufacturing inte-

reft, what diftrefs upon all creditors for accounts furniflied, and

Upon thofe who fupply daily wants ! I think, even fuppofmg that

in a year or two, the firft effeds might come to difappear, and a

notable
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notable advantage refult, in the main, to the commercial intereft of

Great Britain, yet the diflrefs in the interval might prove fo hurtful,

as to render it quite intolerable. The common people who live by
the luxury of the rich, in the city of London, and who are conftantly

a^led upon by the immediate feelings of prefent inconveniences,

might lofe all patience ; and being blown into a ferment, by the

addrefs of the monied intereft (whofe condition would be made to

fufFer by the fchem.e) might throw the ftate into confufion, and

imprefs the nation with a belief, that high intereft for money, in

place of being hurtful, was efTential to their profperity.

I have faid above, that fuppofmg the money drawn from debtors,

could not be placed abroad, free of all deductions, at a rate equal

to the then value of money (fuppofed, for the fake of an example,

to be at 4 per cent.) that then money would fall to 3 per cent, and the

ftocks would rife in proportion.

But let us fuppofe (what perhaps is the matter of fac^) that the

extenfive operations of trade and credit, do adlually fix an average

for the price of ftocks, from the value of money in other nations in

Europe. Would not then the confequence of bringing down the

rate of legal intereft, below that levelj be, to fend out of the king-

dom all the money now circulating on private fecurity, real and
pcrfonal? Would not this deftroy all private credit at one blow .^

Would it not have the eiFeft of preventing, among individuals, the

loan upon intereft altogether? What would become of the bank of

England, and all other banks, VN^hofe paper in circulation is all in

the hands of private people? Is not every man who has a bank note,

a creditor on the bank, and would not the fame intereft which;

moves other creditors to exa6l their debts, under fuch circumftances,,

alfo move many holders of bank notes, ta demand payment of

them? Would not a run of that nature, only for a few weeks,,

throw the whole nation into the moft dreadful diftrefs ? May we not

even fuppofe, that upon fuch an occafion, the monied intereft (from-

a certainty of dfappointlng the intention of government in making the la.iv)

might form, a combination among thtmfelves to lock up their

nroney;.
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money, even although it fliould remain dead in their hands for a

few months ? "What would become of the improvement of land ?

Is there an indiiftrious farmer any where to be met with, who does

not borrow money, which he can fo profitably turn to account upon

his farm, even though he receives it at the highell legal interefl ?

Thefe and many more inconveniences jnight manifefl themfelves,

Vi/^ere government to force down the value of money, contrary to

the ordinary operations of demand and competition : and to what

purpofe have recourfe to authority, when it is moil certain, that

without any fuch expedient the fame end may be compafTed I

If it be true, as I believe it is, that in flates where credit is fo well

eilabliflied, that their funds or public debts are commonly nego-

tiated abroad, there is an average fixed, for the value of money, by

the operations of credit over the commercial world : and if it be

true, that no law can be framed fo as to reftrain mercantile people,

and thofe who make a trade of money, from turning it to the beil

account ; then all that fliould be propofed by government, is, to pre-

ferve the value of it at home, within that ftandard. For which pur-

pofe, nothing more is neceffary than :o prevent the competition of

the diffipating clafs of inhabitants,, from diilurbing the rate which

commerce may eftablifh from time to time. This is accompliflied

by the methods above hinted at, and which in the next chapter

fhall be more largely infifted on. If, by prudent management, the

conventional rate of interefl:, can thus be brought below the legal,

then there will be no harm in diminifliing the latter by flatute, not

however quite fo low as the conventional ftandard ; but to leave a

reaibnable latitude for gentle fluc51uations above it. From what I

have faid, I ftill think I had reafon to obje6l to Child's plan for forc-

ing down the interefl by ftatute : and had he lived at this time, I

am perfuaded he would have come into that opinion.
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CHAP. VIL

Methods of i?rmgi72g down the Rate of Intereft^ in Confequence of

the Principles of Demaitd a?2d Competition.

I
HOPE the arguments ufed in the foregoing chapter will not be

conftrued as an apology for the high intereft of money.

I entirely agree with Sir Jofiah Child, that low intereft is the foul

of trade ; the moll a6tive principle for promoting induftry, and

the improvement of land ; and a requiiite, without which it is

hardly poffible that foreign commerce can long be fupported.

This proportion I take to be at this time univerfally admitted to

be true ; and did there remain, concerning it, the veftige of a

doubt in the mind of any one, the writings of many, much more

capable than I can pretend to be, and among the reft the author juft

now cited, are fuiliciently capable to remove it. 1 fhall not there-

fore trouble my reader with a chapter upon that head, but only ob-

ferve, that the terms high and loiv are conftantly relative. Here the

relation muft be underilood to regard other ftates, becaufe when
we fpeak of a rate of intereft, we are fuppofed to mean fometliing

general in the country we are fpeaking of : accordingly, if we
could fuppofe that, within the fame ftate, the rate of intereft fhould

be lower in one city than any where elfe, that circumftance would
give an advantage to that city in all its mercantile operations.

I muft farther obferve, for the fake of conneding this part of

our fubjedl with our general plan, that the low intereft for money
is moft effential to fuch ftates as carry on the moft extenftve foreign

commerce.

In the infancy of induftry, and before trade comes to be efta-

bliflied, it is very natural that the coin of the country llioidd be

found in a great meafure locked up in trcafures : high intereft

tends to bring it forth, and in that refpedl works a good cffccT:.

VOL. II, S In
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In proportion as alienation augments, money comes to be mul-

tiplied, by the melting down of folid property, as has been ex-

plained ; and then the bufinefs of a llatefman is to contrive expe-

dients for bringing the rate of it as low as poffible, in order to

fupport foreign trade, and to rival ail neighbouring nations, where

interefl is higher. When foreign trade again comes to decline,

from the multiplication of abufes introduced by luxury, low in-

terefl ftill continues ufeful, for fupporting public credit, fo necef-

fary for defending a nation againft her enemies.

If money confifled only in the precious metals, which are not to

be found in every country, but mufb be purchafed with the pro-

duce of indullry, and brought from far ; and if no other expedient

could be fallen upon to fupply their place for the ufes of circula-

tion ; then the pofTeilbrs of thefe metals would in a manner be

mailers to ellablifli what rate of interell they thought fit for the

ufe of them.

But if that be not the cafe, and if money can be made of paper,

to the value of all the folid property of a nation^ (fo far as occa-

fion is found for it, by the owners of that property) the ufe of the

metals comes to be in a manner reduced to that of ferving as a.-

ftandard, for afcertaining the value of the denominations of mo-

ney of accompt ; perhaps for facilitating the circulation of fmall

fums, and for paying a balance of trade to other nations.

When this is the cafe, a ilatefman has it in his power to increafe

or diminifb the extent of credit and paper money in circulation, by

various expedients, which greatly influence the rate of interell.

The progrefs of credit has been very rapid iince the beginning

of this century. This has been almofl entirely owing to the me-

chanical combinations of ti'ading men. Lawgivers have hitherto

had but imperfecSt notions concerning the nature of it ; and there

Hill remains, in the womb of nature, fom^e mighty genius, born:

to govern a commercial nation, v/ho alone will be able to fet it on

its true principles. Let us in the mean time fpeculate concerning

them.

6 We
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We have faid, and every body feels, that interefl falls in propor-

tion tQ the redundancy of money to be lent.

Now what is this money but property, of one kind or other,

thrown into circulation ? I fpeak of trading nations, who arc not

confined to the quantity of their fpecie alone.

When a man of property wants money, does he not go to a

bank, which lends upon mortgage, and by pledging his fecurity,

does he not receive money, which is in the fame inllant created for

his life ? Do not thofe notes circulate as long as they are found ne-

ceiTary for carrying on the affairs of the nation ? that is to fay,

the accompts of debtors and creditors of all denominations ; and

as foon as the quantity of them exceeds that proportion, they flag-

nate, and return on the debtors in them, (the bank) who is en-

abled to realize them, becaufe the original fecurity is Hill in their

hands, which was at iirll pledged when the notes w^ere iffued. This

realization is commonly made in the metals j becaufe they are the

money of the world : they are real and true riches, as much as

land ; and they have this advantage over land, that they are tranf-

portable every where.

Now, does it not appear evident, that what we have been de-

fcribing is a round-about operation, which it is pofiible to fhorten ?

I beg of my reader, that he may attend to one thing ; which is,

that I am not here treating of, or propofnig a plan, but labouring

in the dedu6lion of principles in an intricate fubjeft.

I fay, Yvhen landed men go to fuch a bank, and receive paper

for a land fecurity, that this operation may be fhortened.

Do not the notes he gets Hand (though that is not espreffed)

upon the fecurity of his land ? Nov»^ can any man aiiign any other

reafon but cuflom, vs^hy his own notes, carrying exprefly_ in their

bofom the fame fecurity, might not be iflued, without his being

obliged' to interpofe the bank betv/een the public and himfeif : And

for what does he pay that intereft > Not that he has gratuitoufly

received any value from tlie bank ; becaufe in his obligation he has

given a full equivalent for the notes ; but the obligation carries

S 2 interefl-,
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intereil, and the notes carry none. Why ? Becaufe the one circu-

lates like money, the other does not. For this advantage, there-

fore, of circulation, not for any additional value, does the landed

man pay intereil to the bank.

Had landed men, and not merchants, invented this metliod of

turning their property into circulation, and had they been, all af-

fembled in one body, Avith a legiflative authority, 1 imagine they

•would havx2 had wit enough to find out that a land bank was a

thing pra6licable in its nature.

Suppofe they had agreed that all their lands fliould be let by the

acre, and that land property lliould be efteemed at a certain num-

ber of years purchafe, in proportion to the rate of intereil at the

time, wdiere would be the great difficulty in paying in lands ?

This is only a hint, to which a thoufand objedions may be made,

as matters Hand : all I fay,, is, that there is nothing here againil

principles; and though there might, in every way fuch a plan

could be laid down, refult inconveniencies to the landed intereft,

yet ftill thefe inconveniencies would hardly counterbalance that of

their being obliged to pay intereil for every penny they borrow.

It is demanded, what advantage would refult to the nation from

fuch a regulation ?

I anfwer, that by it all the borrowings of landed men would be

llruck out of the competition at the money-market. The money'd

intereil alone would borrow among themfelves for the purpofes of

trade, (for money'd men do not borrow to fquander) and landed

men would confequently pay with their own paper, in every cafe,

where now they borrow in order to pay. Thus intereil would be

regulated by the demands of trade, and the rate of it would not

be diilurbed by the competition of fpendthrifts.

Who can fay how far the confequences of fuch a fcheme might

reach ? Might not landed men begin in time to iiTue notes by way

of loan, at a very coniiderable intereil ? But I do not incline to

carry my fpeculations farther : perhaps what has been faid may
appear fufliciently aerial.

If
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If a ftatefman fliallfind every modification of this idea impra6li-

cable ; eitiier from his own want of power, or of combination, or,

wdiich is more probable, from the oppofition of the money'd in-

tereft, he mull take other meafiires for flriking out, as much as

poflible, the competition of fpendthrifts at the money-market.

Entails, and lame fecurities, are good expedients ; though they are

produi5tive of many inconveniencies. His own frugal o^conomy

in ftate affairs will go much farther than any fuch trifling expe-

dients.

Did a nation enjoying peace, although indebted perhaps 140

millions fterling, begin by paying off but 2 per cent, of their capi-

tal yearly, befides the current intereil ; while no neighbouring ftate

was borrowing any ; what would intereft fall to in a fliort time !

It may be anfwered, that the confequence would be, to enrich other

nations ; becaufe the regorging money would be fent abroad. Is

any ftate ever enriched by their borrowing ? And in what does fuch

lending to foreigners differ from die nation's paying off their fo-

reign creditors ? Will not the return of intereft from abroad com-

penfate, pro tanto, the fums fent out for the like purpofe ?

But if it be faid, that the confequence \vill be to enable other

nations to bring down their own rate of intereft ; I allow it to be

fo ; and fo much the better, as long as it remains proportionally

lower with us ; which it muft do, as long as we can lend abroad.

We have faid, and I believe with truth, that as credit is now ex-

tended, a general average is ftruck every where upon the value of

money : confequently, the lower intereft is foimd abroad, the lower

ftill it will remain at home, as long as merchants and exchangers

fubfift.

From this circumftance of the average on the rate of intereft,

the Dutch muft, I think, have loft the great advantage they for-

merly enjoyed, from the lov/" rate of it in tlolland, in proportion

to their neighbours.

In Child's time, they were familiarly buying up fugars in Lon-

don, above the price paid by Engliili fugar-bakers ; and, notwith-

ftanding;
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fianding the additional freight and charges, they grew rich by

their trade, v/hile the others were hardly making any profit. Tliis

'he accounts for, from the low rate of their interell. He fuppofes

ihoth Dutch and Engliih to ha^'-e carried on this trade with borrowed

•money ; for which the firil paid 3 per cent, and the other 6 per cent.

But at prefent, were it pofiible to get 6 per cent, for money in

London, what Dutchman would lend his father a fliilling at 3 per

.cent. ? The Englilli Hocks are as currently bought and fold, nay,

:all the ilockjobbing tricks are prac^ifed with the fame fubtlety at

Amilerdam as in Change-Alley : from which I conclude, that a

•great part of the advantage of low intereft is now loll to that na-

tion ; and I conclude farther, that it is the common intereft of all

trading nations to bring it as low as poiTible every where.

Another caufe of high dntereft proceeds from certain clogs laid

upon circulation, which proceed merely from cuilom and prejudice.

Of -this nature is the obligation of debtors to pay in the metals,

nothing but coin being a legal tender.

The only foundation for fuch a regulation was the precarioufnefs

of credit in former times. Were all the circulating paper in a na-

tion iecured by law, either upon the lands or revenue of the

country appropriated for that purpofe, there could be no injuftice

or inconvenience in making paper (fo fecured) a legal tender in

all payments. Again, how extraordinary muft it appear' to any

rcafonable man, that the fame paper which palTes on one fide of a

river, iliould not pafs on its oppoiite bank, though running

through the fame country ?

The reafon indeed is veiy plain : the fabaltern jurifdicflions are

•different ; and the debtors in the paper are different : but if the pa-

per of both flood upon a fecurity equally good, what is to hinder both

xo be received as a, legal tender in ail payments over the kiijgdom ?

Should not little private objedis of profit among bankers (who are

the fervants of the ftate, and who are fo well paid for their fervice)

sbe over-ruled, when the confequences of their difputes are found

to
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to be fo hurtful ? But of this more, when we come to fpeak of

banks.

. The only occafion where coin is necellary in the liquidation of

paper, is for payment of the balance of trade with foreign na-

tions. Of this alfo we fhall treat more at large, when we come
to the doftrine of exchange. But furely nothing is fo ill judged,,

as to create an imaginary balance within the fameftate; or ra-

ther, to permit money-jobbers to create it ; at the espenceof railing

interell, and hurting trade, in the very places where it ftands in

the greateft need of encouragement.

From thefe principles, and others which naturally flow from

them, may a ftatefman fleer a very certain courfe, towards bring--

ing the rate of intereft as low as the profperity of trade requires,

or the principles of double competition between borrowers and-

lenders will permit.

G H A P. vin.

Is the Rate of hiter
eft

the Jure Barometer of the State of

Commerce f

SOME political writers are fond of every expedient to reduce

within a narrow compafs many queftions, which being in-

-volved in intricate combinations, cannot be reduced to one prin-

ciple. This throws them into what I call fyflems ; of which we
have an example in the queftion now before us.

There is nothing more difhcuk than to determine when com-
merce runs favourably, and when unfavourably for a nation.

This would not be the cafe, were the rate of intereft the juft ba-

rometer of it. I have found it however advanced, that nothing.

more:
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more is neceflary to be known, in order to eftimate the relative

profits upon the foreign trade of two nations, than to compare the

common rate of intereft in both, and to decide the preference in

favour of that nation where it is found to be loweft.

We may fay of this propofition, as of the courfe of exchange ;

the lownefs of intereft and exchange are both exceedingly favour-

able to trade ; but they are no adequate meafure of the profits

arifmg from it.

The bed argument in favour of this opinion with regard to in-

tereft is, that the nation which fells the cheapeft at foreign mar-

kets is conftantly preferred ; and, confequently, where the ufe of

money is the loweft, the merchant can fell the cheapeft.

I anfwer, that this confequence tvotdd be juft, were all trade car-

ried on with borrowed money, and were the difference of the price

of the materials or firft matter, the eafe in procuring them, the

promptitude of payments, the induftry of the manufacturer, and

his dexterity, reckoned for nothing. But fuch advantages are fre-

quently found in thefe articles, as to be more than fufncienfto

counterbalance the additional intereft which is paid for the money

employed in trade. This is fo true, that we fee the dexterity alone

of the workman (living in an expenfive capital, where the charge

of living may be double of what it is in the country) enabling

him to underfell his competitors every where : the fame may be

true with reo-ard to the other articles. Farther, how far is it not

from truth to fay, that all trade is carried on with borrowed money ?

When the term trade here made ufe of, is properly underftood, w^e

fhallfee, that a very inconfiderable part of its object is carried on

with borrowed money, in any country in Europe ; and that part

which is carried on with borrowed money is not fo m.uch clogged

by the high rate of intereft, as by want of punfluality in pay-

ments. A merchant who can turn his money in three months, bor-

rov/s as cheaply at 6 per cent, as another who turns Ills in fix

;months, v/iien he borrov>^s at 3 per cent.

The
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The objedl of trade is produce and manufadure. If any one

will confider the value of thefe two articles, before they come into

the hands of merchants, and compare this with the money bor-

rowed by farmers and manufacT:urers, in order to bring them to

market, the proportion will be very fmall.

Do we not fee every day, that ingenious workmen, who obtain

credit for very fmall fums, are foon enabled, by the means of

their own induftry, to produce a furprizing value in inanufac-

tures, and not only to fubiift, but to increafe in riches ? The in-

tereil they pay for the money borrowed is inconfiderable, when
compared with the value, created (as it were) by the proper em-
ployment of their time and talents.

If it be faid, that this is a vague alTertion, fupported by no
proof; I anfwer, that the value of a man's work may be eilimated

by the proportion between the manufadure when brought to mar-

ket, and the firit matter. Nothing but the firft matter, and the in-

ftruments of manufadure, can be confidered as the objeds of bor^

rowed money ; unlefs we go fo far as to eftimate the nourifliment,

and every expence of the manufacturer, and fuppofe that thefe are

alfo fupplied from borrowed money. To affirm that, would be

turning arguments into cavil.

The objed, therefore, of borrowed money for carrying on

trade, is more relative to the merchant than to the manufadurer.

Borrowing is necefTary for colleding all this produd and manu-
fadure into the hands of merchants. This, no doubt, is very

commonly the operation of credit : intereft of money, here, comes

in, to indemnify the giver of credit, for the ufe of his money

:

but this intereft is only due from the time the borrower pays thofe

from whom he colleds, to the time he receives payment from thofe

to vdiom he fells. This interval it is of the higheft importance

to the merchant to fhorten. In proportion as it is long, and in

proportion to the rate of intereft, he muft raife his profits ; and in

proportion as payments are quick and regular, and intereft low,

he may diminifli them. Whether merchants do regulate their

VOL. II. T profits,
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profits, in all comnaercial nations, according to the exad' propor-

tion of the refpe6live rates of intereft, and promptitude of pay-

ments among them ; or whether thefe are determined by the cir-

cumllances of demand and competition in the feveral foreign mar-

kets where the trade is carried on, I leave to merchants to deter-

mine. All I Ihall remark is, that a well fomided credit, and

prompt payments, will do more fervice to trade, than any advan-

tage trading men can reap from the different rate of intereft in

different countries.

It muft not be concluded from this, that low intereft is not a

very great advantage to- trade ; all I contend for, is, that it is not

the barometer of it.

Another circumftance which puts nations, in our days, much
more on a level than they were in former times, I have already

hinted at. It is that general average which the great loads of national

debts, and the estenfion of credit, through the feveral nations of

Europe, who pay annually large fums of intereft to their creditors,

has eftabliihed. Let me fuppofe the Dutch, for example, to have

fixed, by placard, the rate of their intereft at 3 per cent. I fay, that

fo foon as the general average of intereft comes to ftand above that

rate, from the price of public funds in England and France, we
may fafely conclude, that their trade cannot be carried on with

any very confiderable fum of money borrov/ed at 3 per cent. The

confequence then muft be, to fend the money which regorges in

the hands of the frugal Dutch, into other countries, where it can

produce a better return, excluftve of all expences of remitting and-

drawing. What the confequences of this lending to foreigners

may be to Holland, fliall be afterwards examined.

To conclude ; I believe it will be found, that what has led fome

to believe that low intereft is the barometer of commerce, has

been owing to this ; that in fome of the moft commercial coun-

tries and cities intereft has been found to be lower than in great

kingdoms : but that, I imagine, is entirely owing to the frugality

of their manners, Vi^hich cuts oiT the borrowing of the rich for

. a-ii

3



Chap. IX, O F P O LI T I G A L OE C O N O M Y. - 139

the fake of diffipation. When this is accomplillied, trade alone

being what abforbs .the ilagnations of the frugal, the price of in-

tereft will fall to that rate which is the bell proportioned to the

profits upon it : but this alfo will be lefs and lefs the cafe every-

day, in proportion to the credit and circulation of public funds in

different nations.

CHAP. IX.

Does not Interejl fall in Proportion as IVealth increafes f

I
ANSWER in the affirmative: providing it be fuppofed that dif-

fipation does not increafe in proportion to the wealth. Now
in a general propolition, fuch as this which Hands at the head of

our chapter, that very neceffary provifo is not attended to, and

thus people are led to error. It is the manners of a people, not

their external circumflances as to riches, which render them fru-

gal or extravagant. What, therefore, depends upon the fpirit of

a people, cannot be changed, but in confequence of a change of

that fpirit.

If the rate of interefl: be high, from a tafle of diffipation, let

foreign trade throw in what loads of money it may, intereft: will

ftill Hand high, until manners change. Every clafs of a people

has their peculiar fpirit. The frugal merchant will accumulate

wealth, and the prodigal lord will borrow it. In this lituation,

internal circulation will be rapid, and lands will fliift hands.

If this revolution fhould prove a correcflive to diffipation, by veil-

ing property in thofe who have contradled a firm habit of fru-

gality, then an augmentation of wealth may fink the rate of in-

terefl. But if, on the contrary, the laws and manners of the

country do dillinguifh claffes by their manner of living, and mode
of expence, it is ten to one that the induflrious and frugal rner-

T z chant
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chant will put on the prodigal gentleman, the moment he gets

into a fine country feat, and hears himfelf called Your honour.

In certain countries, the memory of paft induftry carries a dreg

along with it, which nothing but expenfive living has power to

purge away.

Let this fuffice at prefent upon the fubje<5t of intereft : it is fo

conne6ted with the do6trine of credit, that it will recur again at:

aimoft every ftep as we go along.

End op the First Part.
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Ofthe various Kinds of Credit,

WE have already pointed out the nature of credit, which is

confidence; and we have deduced the principles which

influence the rate of interefl, the elTential requifite for its fupport.

We come now to treat of domeftic circulation ; where we are to

deduce the principles of banking. This is the great engine calcu-

lated for carrying it on.

That I may, with order, invefligate the many combinations we
fliall here meet with, I mull point out wherein banks differ from
one another in point of policy, as well as in the principle upon which

;

their credit is built.

If we confider them relative to their policy, I divide them into

banks of circulation, and banks of depofit. This every one under^

Hands.
Ifr

4



142 -AN INQUIRY INTO THE PRINCIPLES Book IV. P. 2..

If according to their principle, they are efcablillied either on pri-

'vate, or mercantile, or public credit.

This lafh divifion I mufl attend to in the dift:ribution of what is to

follow ; and. therefore it is proper to fet out by explaining what I

imderfland by the terms I have here introduced.

I ?;zo, Private credit. This is eftabliflied upon a fecurity, real or

perfonal, of value fufficient to make good the obligation of repay-

ment both of capital and interell. This is the moil folid of all.

CLdo, Mercantile credit. This is efbablifhed upon the confidence

-the lender has, that the borrower, from his integrity and know-

ledge in trade, may be able to replace the capital advanced, and the

interell due during the advance, in terms of the agreement. This

is the moll precarious of all.

•^tio, Public credit. This is eilablifhed upon the confidence re-

pofed in a ftate, or body politic, who borrow money upon condition

that the capital fliall not be demandable ; but that a certain propor-

tional part of the fum fliall be annually paid, either in lieu of inte-

rell, or in extincSlion of part of the capital ; for the fecurity of

which, a permanent annual fund is appropriated, with a liberty,

however, to the ilate to liberate itfelf at pleafure, upon repaying

the whole ; when nothing to the contrary is ftipulated.

The folidity of this fpecies of credit depends upon circumflances.

The diiFerence between the three kinds of credit lies more in the

objedl of the confidence, and the nature of the fecurity, than in the

condition of the borrower. Either a private man, a merchant, or-

a Hate, may pledge, for the fecurity of a loan, a real or a moveable

fecurity, with an obligation to refund the capital. In this cafe, the

obligation Hands upon the folid bafis of private credit.

Either a private man, a merchant, or a flate, may flirike out pro-

jecfls which carry a favourable appearance of fuccefs, and thereupon

borrow confiderable funis of money, repayable with interell. In

this cafe, the obligation Hands upon a mercantile credit.

Either a private man, a merchant, or a Hate, may pledge (for the

fecurity of money borrowed) a perpetual annual income, the fund

of
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of which is not their property, without any obligation to refund the

capital : fuch obligations fland upon the principles of public credit,

I allow there is a great refemblance between the three fpecies of

credit here enumerated : there are however fome charac^erillic dif-

ferences between them.

imo, In the difficulty of eflablifhing and fupporting them.

Private credit is infeparable, in fome degree, from human fociety.

We find it fubfifting in all ages: the fecurity is palpable, and the

principles on which it is built are fimple and eafy to be compre-

hended. Public credit is but a late invention : it is the infant of com-

merce, and of extenfive circulation. It has fupplied the place of the

treafures of old, which were conftant and ready refources to ftatef-

men in cafes of public diftrefs : the fecurity is not palpable, nor readily

underllood, by the multitude ; as it refts upon the ftability of cer-

tain fundamental maxims of government. Mercantile credit is

Hill more difficult to eilablifli ; becaufe the fecurity is the moil pre-

carious of any : it depends upon opinion and fpeculation, more
than upon a fund provided for repayment of either capital or intereft.

ado, They differ in the natm-e of the fecurity and objed of confi-

dence.

Private credit has a determinate objedl of confidence, viz. the

real exillence of value in the hands of the debtor, fufficient to fatisfy

both capital and intereft. Public credit has the vifible fecurity of a

fund appropriated for the perpetual payment of the interefl:. Mer-

cantile credit depends wholly tipon the integrity, capacity, and

good fortune of the debtor.

2,tio, The third difference is with regard to the cafe of transfer.

Public debts Hand generally on the fame bottom. No part of the

fame fimd is better than another : the price of them is publicly

known, and the fecurities are laid in the moft convenient way for

transfer, that is, circulation, without confent of the debtor. This

is far from being the cafe in private fecurities. Nor is it the cafe

in the mercantile, except in bills payable to order, in which cafe

alone.
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alone, the creditor can effectually transfer without the confent of

the debtor.
* Mo, The fourth difference is difcovered in the ftability of the con-

fidence.

Nothing can ihake private credit, but an appearance of infol-

vency in the very debtor. But the bankruptcy of one confiderabie

merchant, will give a very great fliock to mercantile credit over all

Europe : and nothing will hurt public credit, fo long as the flipu-

lated intereft continues regularly to be paid, and fo long as tlie

funds appropriated for that payment remain entire.

From what has been faid, I hope the three fpecies of.credit have

been fufficiently explained ; and froip what is to follow, we fliaJl

feel the utility of this diftribution.

CHAP. II.

Of private Credit.

PRIVATE credit is either real, perfonal, or mixed.

Real fecurity or credit, every body underllands. It is the

objeft of law, not of politics, to give an enumeration of its dif-

ferent branches. By this term, we underftand no more than the

pledging an immoveable fubjeft for the payment of a debt. As

by a perfonal fecurity we underftand the engagement of the debtor's

whole effeds for the relief of his creditors. The mixed, I have

found it neceffary to fuperadd, in order to explain with more fa-

cility, the fecurity of one fpecies of banks. The notes iffued by

banks upon private credit, ftand upon a mixed fecurity : that is,

both real and perfonal. Perfonal, fo far as they affe6l the banker,

and the banking ftock pledged for the fecurity of the paper-, and

in the fecond place, upon the fecurities, real and perfonal, granted

to
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to the banker for the notes he lends, which afterwards enter into

circulation.

The ruling principles in private credit, and the bafis on which it

rells, is the facility of converting, into money, the elfecfls of the

debtor ; becaufe tlie capital and intereft are conflantly fuppofed to

be demandable. The proper way, therefore, to fnpport this fort of

credit to the utmofl, is to contrive a ready method of appretiating

every fubjed; affecSlable by debts ; and fecondly, of melting it down
into fymbolical or paper money.

In former times, when circulation was confined, the fcheme of

melting down the property of debtors, for the payment of creditors,

was impradicable ; and accordingly we fee that capitals fecured on
land property were not demandable. This formed another fpecies

of credit, different from any we have mentioned ; which only dif-

fered from public credit in this, that the folid property producing

the income, was really in the hands of the debtor. This fubdivifioii

we have omitted, as its balls refls folely upon the regular payment
of the intereft. Of this nature are the contrails of conftitution in

France, and the old infeftments of annual rent in Scotland. There
are few nations, I believe, in Europe, where a veftige, at leaft, of

this kind of fecurity does not remain.

In order, then, to carry private credit to its greateft extent, all

entails upon lands Ihould be diffolved ; all obligations fhould be

regularly recorded in public regifters ; the value of all lands fliould

be afcertained, the moment any fecurity is granted upon them 5

and the ftatefman lliould interpofe between parties, to accelerate

the liquidation of all debts, in the lliorteft time, and at the leaft

expence poflible.

Although this method of proceeding be the m.oft effectual to

fecure, and to extend private credit, yet it is not, at all times, ex-

pedient to have recourfe to it ; as we have abundantly explained in

the 27th chapter of the fecond book ; and therefore I fliall not here

interrupt my fubjed with a needlefs repetition.

VOL. IL U
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CHAP. Ill,

a/ Banks. -

IN deducing the principles of banks, I fliall do the beil I can to go

through the fubjecfl fyflematically.

I have divided credit into three branches, private, mercantile,

and public. This diflribution will be of ufe on many occalions,

and fhall be followed as far as it will go, confillently with perfpi-

cuity : but as I have often obferved of fubjecfls of a complex nature,

they cannot be brought under the influence of a few general prin-

ciples, without running into the modern vice of forming fyllems,

by wire-drawing many relations in order to make them anfwer.

The great operations of domeftic circulation are better dif-

covered by an examination of the principles upon which we find

banking eftablifhed, than by any other method I can contrive. It

has been by inquiry into the nature of thofe banks which are

the moil remarkable in Europe, that I have gathered the little

knowledge I have of the theory of circulation. This induces me
to think that the befl way of communicating my thoughts on that

fubjedl, is to lay down the refult of my inquiries relative to the

very object of them.

After comparing the operations of different banks in promoting

circulation, I find I can divide tliem, as to their policy, into two

general claiTes, viz, thofe which ifTue notes payable in coin to bearer

;

and thofe which only transfer the credit written down in their books

from one perfon to another.

Thofe which ifTue notes, I call banks of circulation ; thofe which

transfer their credit, I call banks of depofit.

Both indeed may be called banks of circulation, becaufe by their

means circulation is facilitated ; but as different terms ferve to dif-

tinguifh ideas different in thsmfelvesj thofe I here employ, will an-

fwer the purpofe as well as any others^ when once they are defined ;

aad
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and circulation undoubtedly reaps far greater advantages from

banks which iflue notes transferable every where, than from banks

which only transfer their credit on the very fpot where the books

are kept.

I fliall, according to this diflribution, firfl; explain the principles

upon which the banks of circulation are conflituted and conduded,

before I treat of the other.

This will lead me to avail myfelf of the diviiion I have made of

credit, into private, mercantile, and public : becaufe, according to

the purpofes for v/hich a bank is eftablifhed, the ground of confi-

dence, that is, the credit of the bank, is fettled upon one or other

of them.

In countries where trade and induflry are in their infancy, credit

mufl be little known ; and they who have folid property, find the

greatefl: difficulty in turning it into money, without which induflry

cannot be carried on, as we have abundantly explained in the 26th

chapter of the fecond book; and confequently the whole plan of

improvement is difappointed.

Under fuch circumftances, it is proper to ellablifli a bank upon
the principles of private credit. This bank mufl ifTue notes upon
land and other fecurities, and the profits of it mufl arife from the

permanent intereft drawn for the money lent.

Of this nature are the banks of Scotland. To them the improve-

ment of that country is entirely owing ; and until they are gene-

rally efiabliflied in other countries of Europe, where trade and in-

duflry are little known, it will be very difficult to fet thofe great

engines to work.

Although I have reprefented this fpecies of banks, which I Hiall

call banks of circulation upon mortgage, as peculiarly well adapted to

countries where induflry and trade are in their infancy, their ufe-

fulnefs to all nations, who have upon an average a favourable ba-

lance upon their trade, will fufficiently appear upon an examina-

tion of the principles upon Avhich they are eilabliflied.

II z It
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It is for this reafon, that I have applied myfelf to reduce to prin-

ciples all the operations of the Scotch banks, while they were in'

the greatefl diftrefs imaginable, from the heavy balance the country

owed during the lafc years of the late war, and for fome time

after the peace in 1763. By this I flatter myfelf to do a particular

fervice to Scotland, as well as to fuggeft hints which may prove

ufeful, not only to England, but to all commercial countries, who,

by imitating this eftablifliment, will reap advantages of which they

are at prefent deprived.

For thcfe reafons, I hope the detail I fhall enter into with regard

to Scotland, will not appear tedious, both from the variety of cu-

rious combinations it will contain, as alfo from the lights it will

call upon the whole dodrine of circulation, which is the prefent

objeft of our attention.

In countries where trade is eftablifhed, indullry flourifhing, cre-

dit extenfive, circulation copious and rapid, as in England, banks

upon mortgage, however ufeful they may prove for other purpofes,

would not anfwer the demands of the trade of London, and the

fervice of government, fo well as the bank of England.

The ruling principle of that bank, and the ground of their con-

iidence, is mercantile credit. The bank of England does not lend

upon mortgage, nor perfonal fecurity : their profits arife from dif-

eounting bills ; loans to government, upon the faith of taxes, to be

paid within the year j and upon the credit cafh of thofe who deal

with them.

A bank fuch as that of England, cannot therefore be eflabliflied,

except in a great wealthy mercantile city, where the accumulation

of the fmalleft profits amount, at the end of the year, to very con-

fiderable fums.

In France, under the regency of the Duke of Orleans, there was

a bank erecffced upon the principles of public credit. The ground

of confidence there, and the only fecurity for all the paper they

ilTued,. were the funds appropriated for the payment of the intereft

of the public debts.

It
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It is for the fake of order and method, that I propofe to explain

the principles of banking, according to this diilribution. I muH
however confefs, that although I reprefent each of them as having

a caufe of confidence peculiar to itfelf, to wit, either private, mer-

cantile, or public credit ; yet we fhall find a mixture of all the three

fpecies of credit entring into the combination of every one of them „

Banking, in the age we live, is that branch of credit which belt

deferves the attention of a fl:atefman. Upon the right ellablifhmenr

of banks, depends the property of trade, and the equable courfeof

circulation. By them '^' folid property may be melted down. By the

means of banks, money may be confl:antly kept at a due proportion

to alienation. If alienation increafes, more property may be melted

down. If it diminiflies, the quantity of money flagnating, will be

abforbed by the bank, and part of the property formerly melted

down in the fecurities granted to them, will be, as it were, confo-

lidated anew. Thefe muft pay for the country the balance of their

trade with foreign nations. Thefe keep the mints at work -, and it

is by their means, principally, that private, mercantile, and public

credit, is fupported. I can point out the utility of banks in no way

fo fliriking, as to recall to mind the furprizing efFe6ts of Mr. Law's

bank, ellabliflied in France, at a time when there was neither mo-

ney or credit in the kingdom. The fuperior genius of that man
produced, in two years time, the moll furprizing efi'edls imaginable

;

he revived induftry ; he ellabliflied confidence ; and fliewed to

the world, that while the landed property of a nation is in the

* Solid property, here, is not taken in the ftrifteft acceptation. In countries of

commerce, where banks are generally eftabliflied, every denomination of good per-

fbnal fecurity, may be confidered as folid property, Thofe who have perfonal eftates-

may obtain credit from banks as well as landed men; becaufe thefe perfonal eft ates

are fecured either on lands, or in the funds, or in effefts which contain as real a value-

as lands, and thefe being afFefted by the fecurities wl-iich the proprietors grant to the

bank, may with as much propriety be faid to be melted down, as if they confided in.

lands. In fubjeds of this nature, it is neccflTary to exiiend our combinations, in pro-

portion to the circumftances under which we reafon,

hands
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hands of the inhabitants ; and while the lower claffes are willing

to be induftrious, money never can be wanting. I muft now pro-

ceed in order, towards the invelligation of the principles which

influence this intricate and complicated branch of my fiibjec^.

C H A P. IV.

X)f Banks of Circulation upon Mortgage or private Credit.

ANKS of circulation upon mortgage or private credit, are

thofe which ilTue notes upon private fecurity, payable to bearer

on demand, in the current coin of the nation. They are conilituted

in the following manner.

A number of men of property join together in a contra(5l of bank-

ing, either ratified or not by public authority, according to circum-

ftances. For this purpofe, they form a Hock which may confifl

indifferently of any fpecies of property. This fund is engaged to

all the creditors of the company, as a fecurity for the notes they

propofe to ilTue. So foon as confidence is eftablifhed with the pub-

lic, they grant credits, or cafli accompts, upon good fecurity ; con-

.cerning which they make the proper regulations. In proportion

to the notes ilTued in confequence of thofe credits, they provide a

fum of coin, fuch as they judge to be fufhcient to anfwer fuch notes

as fliall return upon them for payment. Nothing but experience

can enable them to determine the proportion between the coin to

be kept in their coffers, and the paper in circulation. This pro-

portion even varies according to circumflances, as we fliall after-

wards obferve.

The profits of the bank proceed from the intereft paid upon all

the fecurities which have been granted to it, in confequence of cre-

dits given, and which remain with it unretired.

Out
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Out of which muft be dedu(5led, firll:, the charge oi^ management
;'

fecondly, the lofs of intereft for all the coin they preferve in their

coffers, as well as the expence they are put to in providing it ; and

thirdly, the expence of tranfadting and paying all balances due to

other nations.

In proportion, therefore, as the interefl upon the bank fecurities-

exceeds the lofs of intereft on the coin in the bank, the expence of

management, and of providing funds abroad to pay balances, in

the fame proportion is their profit ; which they may either divide,

accumulate, or employ, as they think fit.

Let it be obferved, that I do not confider the original bank ftock,

or the intereft arifing from that, as any part of the profits of the

bank. So far as regards the bank, it is their original property ; and'

fo far as regards the public, it ferves for a collateral fecurity to it,

for the notes ilTued. It becomes a pledge, as it were, for the faith-

ful difcharge of the truft repofed iu the bank: without fuch a-

pledge, the public could have no fecurity to indemnify it, in cafe

the bank fhould ifTue notes for no permanent value received. This^

would be the cafe, if they thought fit to ifilie their paper either in

payment of their own private debts, for articles of prefent con,

fumption ; or in precarious trade.

When paper is ifiued for no value received, the fecurity of fuch

paper fi:ands alone upon the original capital of the bank, whereas

when it is ifilied for value received, that value is the fecurity on.

which it immediately ftands, and the bank ftock is, properly fpeak^

ing, only fubfidiary.

I have dwelt the longer upon this circumftance, becaufc many,

who are unacquainted with the nature of banks, have a difficulty

to comprehend hov/ they fhould ever be at a lofs for money, as

they have a mint of their own, which requires notliing but paper

and ink to create millions. But if they confider the principles of

banking, they will find that every note iifucd for value confumed,

in place of value received and prefcrved, is neither more or lefSj

than a partial fpending either of their cip'ual, or profits on the

S bank.
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Ibank. Is not this the effe6l of the expence of theu' manage-

ment ? Is not this expence paid in their notes ? But did ever any

body imagine that this expence did not diminifh the profits of

banking ? Confeqiiently, fuch expence may exhauft thefe profits, if

carried far enough ; and if carried fl;ill farther, will diminilli the

capital of the banking flock.

As a farther illuflration of this principle, let me fuppofe, an ho-

neft man, intelligent, and capable to undertake a bank. I fay that

fuch a perfon, without one fhilling of fi:ock, may carry on a bank

of domefl;ic circulation, to as good purpofe as if he had a million

;

and his paper will be every bit as good as that of the bank of Eng-

land. Every note he ifilies, is fecured on good private fecurity

;

that fecurity carries interell to him, and ftands good for the notes

he has ifliied. Suppofe then that after having ifiiied for a million

flerling, all the notes fhould return upon him in one day. Is it not

plain, that they will find, with the honeft banker, the original

fecurities, taken by him at the time he iflued them ; and is it not

true, that he will have, belonging to himfelf, the interefl received

upon thefe fecurities, while his notes were in circulation, except

fo far as this interell has been fpent in carrying on the bufinefs of

his bank ? Large bank fi:ocks, therefore, ferve only to eftablifli their

credit ; to fecnre the confidence of the public, who cannot fee into

their adminifl:ration -, but who willingly believe, that men who
have confiderable property pledged in fecurity of that good faith,

will not probably deceive them.

This ftock is the more necefifary, from the obligation of paying

in the metals. Coin may be wanting, upon fome occafions, to men
of the greatelt landed property. Is that any reafon to fufpedt their

credit ? Jufl: fo of banks. The bank of England may be pofiTelTed of

twenty millions flerling of good eflfeds, to wit, their capital ; and

the fecurities for all the notes they have iffued -, and yet that bank

might be obliged to flop payment, upon a fudden demand of a few

millions of coin.

Runs
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Runs upon a bank well eilabliflied, betray great want of confi-

dence in the public j and this want of confidence proceeds from the

ignorance the greatell part of men are in, with regard to the flate

of their affairs, and of the principles upon which their trade is

carried on.

From what has been faid, we may conclude, that the folidity of

a bank which lends upon private fecurity, does not fo much depend

upon the extent of their original capital, as upon the regulations

they obferve in granting credit. In this the public is nearly inte-

refted j becaufe the bank fecurities are really taken for the public,

who are creditors upon it in virtue of the notes which circulate

through their hands.

CHAP, V.

Such Banks ought to ijfue their Notes on private^ not 7nercantile

Credit.

LET me, therefore, reafon upon the example of two bankers;

one illues his notes upon the bell real or perfonal fecurity;

another gives credit to merchants and manufadurers, upon the prin-

ciples of mercantile credit, whichwe have explained above ; the notes

of the one and the other enter into circulation, and the queflion comes

to be, which are the beft? If we judge by the regularity of the

payment of notes on prefentation, perhaps the one are as readily

paid as the other. If we judge by the llock of the two bankers,

perhaps they may be equal, both in value and folidity ; but it is not

upon either of thefe circumfiances that the queilion depends. The

notes in circulation may far exceed the amount of the larged bank
ftock ; and therefore, it is not on the original ilock ; but on the

fecurities taken at ilTuing the notes, that the folidity of the two

VOL. II. X currencies
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currencies is to be eilimaied. Thofe fecured on private credit, are

as folid as lands and perfonal eftates ; they fland upon the prin-

ciples of private credit. Thofe fecured on the obligations of mer-

chants and manufadlurers, depending \rpon the fuccefs of their

trade, are good or bad in proportion. Every bankruptcy of one

of their debtors, involves the bank, and carries off either a part of

their profits, or of their flock. Which way, therefore, can the pub-

lic judge of the affairs of bankers, except by attending to the nature

of the fecurities upon which they give credit *.

CHAP. VJ.

Ufe of fubalter7t Ba?ikers and Exchangers,

HERE it may be urged, that the great ufe of banks is to mul-

tiply circulation, and to furnifh the induftrious with the

means of carrying on their traffic : that if banks infift upon the

mofl folid fureties before they give credit, the great utility of them'

muf! ceafe ; becaufe merchants and manufad:urers are never in a

fituation to obtain credit upon fuch terms.

This argument only proves, that banks are not, alone, fufficient

for carrying on every branch of circulation. A truth which no<

body will contravert. But as they are of ufe in carrying on the

great branches of circulation, it is^ proper to prevent them from

engaging in fchemes which may deflroy their credit altogether.,

* It muft be obferved, that in this example, the banker who iflues his notes upon

mercantile fecurity, is foppofed to grant a permaneat loan,to the merchant or manu-

fadurcr, as he would do to thofe who pledge a perfonal feeurity. This is totalljf

jepugnant to the principle of banks iecured on mercantile credit. Such banks never

grant loans for indefinite duration, upon dny feeurity whatfoever. They will not even

difcount a. bill cf exchange, when it has, above two- months- to- run.

I have-



Chap, VI. OF POLITICAL OE C O N O M Y. i_,-^

I have obferved above, that this method of iffuing notes upon

private fecurity, was pecuUaiiy well adapted to countries like Scot-

land, where trade and induftry are in their infancy.

Merchants and manufacfturers there, have conilant occafion for

money or credit ; and at the fame time, they cannot be fuppofed

to have either real or perfonal eilates to pledge, in order to obtain

a loan diredly from the banks, who ought to lend upon no other

fecurity.

To remove that difficulty, we find a fet of merchants, men of

fubllance, who obtain from the banks very extenfive credits upon

the joint real and perfonal fecurity of themfelves and friends. "With

this affiftance from the bank, and with money borrowed from pri-

vate people, repayable on demand, fomething belov/ the common
rate of intereft, they fupport the trade of Scotland, by giving cre-

dit to the merchants and nianufadlurers.

To this fet of men, therefore, are banks of circulation upon
mortgage to leave that particular branch of bulinefs. It is their

duty, it is the intereft of the country, and no lefs that of banks,

that they be fiipported in fo ufeful a trade ; a trade which animates

all <he commerce and manufactures of Scotland, and which con-

fequently promotes the circulation of thofe very notes upon which

the profits of the banks do arife.

Thefe merchants are fettled in all the molt coniiderable towns:

they arc v\/-ell acquainted with the flock, capacity, induftry, and

integrity of all the dealers in their diftridl : they are many; and by

this are able to go through all the detail which their bulinefs

requires ; and their profits, as we fliall fee prefently, are greater

than thofe of banks, wlio lend at a ftated intereft.

Tlic common denomination by which they arc called in Scotland,

is that of bankers ; but to avoid their being confounded with

bankers in England (whofe bufmefs is very different) we fhall,

wliile we are treating of the dodtrinc of banks, call them by the

name of exchangers, fmce their trade is principally carried on by

X 2 As
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As often as thefe exchangers give credit to dealers in any way,

they conftantly ftate a commillion of 4 p£r cent, or more, accord-

ing to circumftances, over and above the intereft of their ad-

vance-profits, which greatly furpafs thofe of any bank. One thou-

fand pounds (predit given by a bank, may not produce ten pounds

in a year for intereft : if given by a banker, to a merchant, who
draws it out, and replaces it forty times in a year, there will arife

upon it a commiflion of 20 per cent, or 200 /.

This fet of men are expofed to rifks and loffes, which they bear

without complaint, becaufe of their great profits ; but it implies

a detail, which no bank can defcend to.

Thefe exchangers give way, from time to time ; and no eflen-

tial hurt is thereby occafioned to national credit. The lofs falls

upon thofe who lend to them, or truft them with their money,

upon precarious fecurity ; and upon merchants, who lay their ac-

count with fuch rifks. In a word, they are a kind of infurers,

and draw premiums in proportion to their rifles.

To this fet of men, therefore, it fhould be left to give credit to

merchants, as the credit they give is purely mercantile ; and to

banks alone, who give credit on good private fecurity, it fhould be

left to condudt the great national circulation, which ought to

ftand upon the folid principles of private credit.

From this example we may difcover the juftnefs of the diftindlion

I have made between private and mercantile credit : had I not found

1% necefTary, I would not have introduced it.
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c n A P. vir.

Concerning the Obligatioii to pay in Coin., and the Cunfeqiiencet

thereof.

IN all banks of circulation upon mortgage, the obligation in the

note is to pay in coin, upon demand : and in the famous book,

of Mr. Law, there was a very necelTary claufe added ; to wit, that

ihe coin was to be of the fame weight, finenefs, and denomination,

as at the date of the note. This was done, in order to prevent the

inconveniencies which might refult to either party, by an arbi-

trary raifmg or finking the denominations of the coin ; a praftice

then very familiar in France.

This obligation to pay in coin, owes its origin to the low ftate

of credit in Europe at the time when banks firft began to be in-

troduced ; and it is not likely that any other expedient will foon

be fallen upon to remove the inconveniences which refult from

it in domeilic circulation, as long as the generality of people con-

fider all money, except coin, to be falfe and fiditious.

I have already thrown out abundance of hints, from which it

may be gathered, that coin is not abfolutely necefTary for carrying

on domeftic. circulation, and more will be faid on that fubjeft, as

we go along. But I am here to examine the nature and confe-

quences of this obligation contradled by banks, to difcharge their

notes in the current coin of the country.

In the firft place, it is plain, that no coin is ever (except in very

particular cafes) carried to a bank, in order to procure notes. The

greateft part of notes iffue from the banks, of which we are treat-

ing, either in confequence of a loan, or of a credit given by the

bank, to fuch as can give fecurity for them. The loan is made in

their ov/n notes ; which are quickly thrown back into circulation

%. bv
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by the borrower ; who .borrowed, becaufe he had occafion to pay

them away. In like manner, Avhen a credit is given, the bank

pays (in her notes) the orders fhe receives from the perfon who
has the credit : in this manner are notes commonly iiTued from a

bank.

Coin, again, comes to a bank, in the common courfe of circula-

tion, by payments made to it, either for the interefc upon their

loans, or when merchants an'S landed men throw the payments

made to them into the bank, towards filling up their credits ; and

by way of a fafe depofit for their money. Thefe payments are

made to the bank in the ordinary circulation of the country. When
there is a confiderable proportion of coin in circulation, then the

bank receives much coin ; and when there is little, they receive

tittle. Whatever they receive is laid by to anfwer notes which are

offered for payment ; but whenever a draught is made upon them

for the money thrown in as above, they pay in paper.

As we are here fearching after the principles, not after fades, it

is out of our way to inquire what may be the real proportion of coin

preferved by banks of circulation, for anfwering the demand for it.

Mr. Megens, a very knowing man, and a very judicious author,

lately dead, who has writ a fmall treatife in the German tongue,

tranllated into Englifli, under the title of The Unlverfal Merchant,

delivers his fentiments concerning the proportion of coin preferved

in the bank of England, which I fliall here tranfcribe in the tran-

flator's words. Sed. 60.

The bank of England confifts of two forts of creditors, the one of

that fet of men, who, in King William's time, when money was

fcarce and dear, lent the public 1,200,000 pounds, at 8 'per cent, inte-

xeft, and 4000 pounds were allowed them for charges, amounting

in whole to 100,000 pounds a year, an exclufive right of banking

as a corporation for 1 3 years, under the denomination of the pro-

prietors of the bank ; and which, for obtaining prolongation of

their privileges, has been fmce increafed by farther loans to the

public at a lefs intereft, to near the fura of 1 1,000,000 pounds, which
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if we compute the intereft at 3 per cent, (as what they have more on
fome part a,nrwers incident charges) it produces 330,000 pounds a

year ; and as they divide annually 5 per cent, to their proprietors,,

which is 550,000 pounds, it is evident that they make a yearly profit

of 220,000 pounds, out of the money of the people ixiho keep cafjj ivith them,

and thefe are the other fort of creditors : and as for what money
the bank lends to the government, they have for the moft part but

3 per cent, intereft, I conclude that the credit cafjj they have in their

hands may amount to 11,000,000 pounds, and thereout is employed,

in loans to the government, difcounting of bills, and in buying

gold and filver 7,333,3334 pounds, which at 3 per cent, intereft or

profit, will amount to the above 220,000 pounds, and remains

3,666,666-f pounds in cafh, fufficient for circulation and current

payments. And experience has evinced, that whenever any mif-

truft has occafioned any run upon the bank for any continuance,

and the people not finding the treafure fo foon exhaufted as they

furmifed, it flowed in again fafter on the one hand than it was^

drawn out on the other.

This gentleman lived long in England. He v/as very intelligent

in matters relating to commerce ; and his authority may, I believe,

be relied on as much as on any other, except that of the bank itfelf 5,

which, it would appear, has fome intereft in. keeping thofe affairs

a fecret. ^

We fee by his account, that the bank of England keeps in coin

4 of tlie value of all their notes in circulation. With this quantity,

bufineis is carried on wirh great fmoothnefs, owing to the profperity

of that kingdom, which feldom owes any confiderable balance to>

other nations.

But the confequence of the obligation to pay in coin, is, that

when the nation comes to owe a balance, the notes which the

bank had ifTucd to fupport domeftic circulation o?jIy, come upon it

i^or payment of a foreign balance ;. and thereby the coin which it:

had provided for home demand only, is drawn our..
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It is this circumflance, above all others, which diflreffes banks

of circulation. Were it not for this, the obligation to pay in coin

might eafily be difcharged ; but when in virtue of this pure obli-

gation, a heavy national balance is demanded of the bank, which

has only made provifion for the current and ordinary demand at

home, it requires a little combination to find out, at once, an eafy

remedy.

This combination we Ihall, in the following chapters, endeavour

to unfold : it is by far the moll intricate, and at the fame time the

mofl important in the whole dodrine of banks of circulation.

Another inconvenience refulting from this obligation to pay in

coin, we have explained in the third book. It is, that the confufion

of the Englifli coin, and the lightnefs of a great part of it, obliges

the bank of England to purchafe the metals at a price far above

that which they can draw back for them after they are coined. We
have there fliewn the great profit that might be made in melting

down and exporting the heavy fpecies. This profit turns out a real

lofs to the bank of England, which is conilantly obliged to provide

new coin, in proportion as it is wanted. This inconvenience is not

direftly felt by banks, in countries where there is no mint efta-

blifhed.

Here then is another bad confequence of this obligation to pay in

the metals, which a proper regulation of the coin would imme-

diately remove. In countries which abound in coin, banking is an

eafy trade, when once their credit is well eftabliflied. It is only

when either a foreign war, or a wrong balance of trade has carried

off the metals, that the weight of this obligation to pay in coin is

feverelv felt.
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CHAP. VIII. .

How a wrong Balance of Trade affeSis Banks of Circulation,

IT is commonly faid, that when there is a balance due by any

nation, upon the whole of their mercantile tranfadlions with the

reft of the world, fuch balance muft be paid in coin. This we call

a wrong balance. Thofe who trania6l the payment of this balance,

are thofe who regulate the courfe of cxcliange ; and we may fup-

pofe, without the leaft danger of being deceived, that the courfe

is always higher than the expence of procuring and tranfporting

the metals ; becaufe the overcharge is profit to the exchanger, who
without that profit could not carry on his bufinefs.

Thefe exchangers, -then, muft have a command of coin ; and

^where can they get it fo eafily, and fo readily, as from banks who
are bound to pay in it ?

Every merchant who imports foreign commodities, muft be fup-

pofed to have value in his hands from the faie of them ; but this

value muft confift in the money of the country : if that be moftly

bank paper, he muft give the bank paper to the exchangers for a

bill, whofe bufiaefs it is to place funds in thofe parts upon which

bills are demanded. The exchanger again (to fupport that fund

which he exhaufts by his draughts) muft demand coin from the

banks, for the notes he received from the merchant when he gave

him the foreign bill.

Befides the wrong balances of trade tranfatfled in this manner,

which banks are conftantly obliged to make good in coin, every

other payment made to foreigners has the fame effect. It is not

becaufe it is a balance of trade, but becaufe it is a payment which

cannot be made in paper currency, that a demand is made for coin.

Coin we have called the money of the world, as notes may be called

the money of the fociety. The firft then muft be procure-d when we

VOL. U. Y pay
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pay a balance to foreigners y the lafl is full as good when we pay

among ourfelves.

It is proper, however, to obferve, that there is a great difference

between the wrong balance of trade, and the general balance of pay-

ments. The firll marks the total lofs of the nation when her imports

exceed the value of her exports ; the fecond comprehends three other

articles, viz. i. the expence of the natives in foreign countries

;

2. the payment of all debts, principal and interell, due to foreigners;,

3. the lending to other nations.,

Thefe three I call the general balance of foreign payments: and-

thefe added to the wrong balance of trade may be called the grand:

balance with the world.

Now as long as the payment of this grand balance is negotiated by

exchangers, all the coin required to make it good, mull be at the,'

charge of banks.

How then is this coin to be procured by nations who have no

mines of their own ?

C H A P. IX.

Hou) a gra?id Balance may he faid hy Banks^ imthout the ajjtjiance-

of Coin.

IT> air the circulation of a country conlill in coin, this grand

balance, as we have called it, would be paid out of the coin,

to the diminution of it.

We have faid that the acquifition of coin, or of the precious

metals, adds to the intriniic value of a country, as much as if a por-

tion of territory were added to it. The truth of this proportion will

BOW foon appear evident.

We
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We have alfo faid, that the creation of fyrabolical money, adds

no additional wealth to a country, but only provides a fund of cir-

culation out of foiid property ; which enables the proprietors to

confume and to pay proportionally foi' their confumption : and we

have fliewn how by this contrivance trade and induftry are made

to flourifli.

May we not conclude, from thefe principles, that as nations who

have coin, pay their grand balance out of their coin, to the diminution

of that fpecies of their property, fo nations who have melted down

their folid property into fymbolical money, mull pay their grand

balance out of the fymbolical money ; that is to fay, out of the folid

property of which it is the fymbol ?

But this folid property cannot be fent abroad ; and it is alleged

that nothing but coin can be employed in paying this grand balance.

To this I anfwer, that in fuch a cafe the credit of a bank may ftep

in, without which a nation which runs fhort of coin, and which

comes to owe a grand balance mull quickly be undone.

We have faid that while exchangers tranfad the balance, the

whole load of providing coin lies upon banks. Now the whole

folid property melted down, in their paper, is in their hands ; be-

caufe I confider the fecurities given them for their paper, to be the

fame as the property itfelf. Upon this property, there is a yearly

intereft paid to the bank : this intereil, then, muft be engaged by

them to foreigners, in lieu of what is owing to them by the nation ;

and when once a fund is borrowed upon it abroad, the reft is eafy

to the bank. This fhall be further explained as we go along.

I do not pretend that the common operation of providing coin,

when the grand balance is againft a nation, is as frniple as I have

reprefcnted it. I know it is not; and I know alfo, that I am not

in any degree capable to explain the infinite combination of mer-

cantile operations necelTary to bring it about ; but it is no lefs true,

that thefe combinations may be fliortened : becaufe when the whole

of them have been gone through, the tranfadion muft land in

what I have faid ; to wit, that either the grand balayice muft be paid

Y 2 out
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out of the national flock of coin, or it muft be furnifhed by fo-

reigners upon a loan from them ; the interefl of which muft be

paid out of that part of the folid property of the nation which has

been melted down into paper. I fay farther, that were not all this

folid property, fo melted down, in the hands of banks, -who =

thereby have eftabliflied to themfelves an enormous mercantile cre-

dit; there would be no poffibility of conducing fuch an opera-

tion : that is to fay, there would be no poffibility for nations to run

in debt to nations, upon, the fecurity of their, refpedive landed,

property.

C H A P. X.

Infufficlency of ieinporary Cf^edits for the Payment of a wrong

Balance*.

THAVE faid, that when the national ftock of coin is not fuffici-

"* ent to provide banks with the quantity demanded of them, for

the payment of. xh.^ grand balance, that a loan muft take place. To -

this it may be 'obje<n:ed, that a credit is fufficient to procure coin,

.

without having .recourfe to a formal loan.. The difference I make
between a loan and a credit confifts in this, that by a credit we
underftand a temporary advance of money, which the perfon who -•

gives the credit expeds to have repaid in a.fiiorttime, with intereft

for the advance, and commiffion for. the credit; whereas by a

loan we underftand the lending of money for an indefinite time,

with intereft during non-payment.

Now I fay, the credit,, in this cafe, will not anfwer the purpofe

of fupplying a deficiency of coin ; unlefs the deficiency has been

accidental, and that a return of coin, from anew favourable grand-

balance^
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balance, be quickly expeded. The credit will indeed anfwer the

prefent exigency ; but the moment this credit comes to be replaced,

it muft be replaced either by a loan, or by a fupply of coin ; but,

by the fuppofition, coin is found to be wanting for paying the

grand balance ; confequently, nothing but a loan, made by the lend-

ers either in coin, in the metals, or in a liberty to draw, can re-

move the inconvenience ; and if recourfe be had to credit, inftead

of the loan, the fame difficulty will recur, whenever that credit

comes to be made good by repayment.

Upon the whole, we may conclude, that nations who owe a

balance to other nations, muft pay it either with their coin, or with

folid property; confequently, the acquifition of coin is, in this

particular, as advantageous as the acquifition of lands ; but when
coin is not to be procured, the tranfmiffion of the folid property to

foreign creditors is an operation which banks mufl; undertake j be-

caufe it is they who are obliged either to do that, or to pay in coin^

CHAP. XI.

Qf the Hurt refult'mg to Ba?2ks^ when they leave the^ Payment of

a wrong Balance to Exchangers,

WE have feen in a former chapter, how exchangers and banks

are mutually ailiftant to one another : the exchangers by-

fwelling and fupporting circulation -, the bank by fupplying them:

with credit for that purpofe. While parties are united by a com-=

mon intereft, all goesYv^eil: but intereit divides, by the fame prin-

ciple that it unites.

No fooner does a nation incur a balance againfl itfelf, than ex-

changers fet themfelves to v/ork to make a fortune, by Gondu(5ling,

the-
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the operation of paying it. They appear then in the Hght of po-

litical ufurers, to a fpendthrift heir who has no guardian. The

guardian fhould be the bank, who, upon fuch occalions, (and

upon fuch only) ought to interpofe between the nation and her fo-

reign creditors. This it may do, by conftituting itfelf at once

debtor for the whole balance, and by taking foreign exchange into

its hand, until fuch time as it fhall have diilributed the debt it has

contracted for the nation, among thofe individuals who really owe

it. This operation performed, exchange m.ay be left to thofe who
make that branch their bufmefs, becaufe then they Vvdll find no

opportunity of combining either againft the intereft of the bank

or of individuals.

When a national bank negleds fo neceiTary a duty, as well as

fo neceiTary a precaution, the whole clafs of exchangers become

united by a common intereft againft it ; and the country is torn to

pieces, by the fruitlefs attempt it makes to fupport itfelf, without

the help of the only expedient that can relieve it.

Thofe exchangers having the grand balance to tranfadl with other

nations, make ufe of their credits with the bank, or of its notes,

to draw from it their coin, in order to export it. This throws a

great load upon the bank, which is conftantly obliged to provide

a fufficient quantity for anfwering all demands ; for we have laid

it down as a principle, that whatever coin or bills are neceftary to

pay this grand balance, in every way it can be tranfaded, it muft ul-

timately be paid by the bank ; becaufe whoever wants coin for

any purpofe, and has bank notes, can force the bank to pay in

coin, or ftop payment.

It'cannot, therefore, be faid, that exchangers do wrong ; nor

can they be blamed, in drawing from the bank whatever is wanted

for the purpofe of paying to foreigners what is their due ; that is,

what is juftly owing to them. If they do more, they muft hurt

tliemfelves ; becaufe whatever is fent abroad more than is due,

muft conftitute the reft of the world debtors to the country which

fends out their coin. The confequence of this is to turn exchange

againft;
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againil foreigners, and to make it favourable for the nation which

is creditor. In this cafe, were the creditors ftill to continue fend-

ing coin abroad, they would hfe by that operation, for the fame
reafon that xSi^j gain, by fending it out when they are debtors.

It is very common for banks to complain, v/hen coin is hard to

be procured, and when large demands are made upon them ; they

then allege unfair dealings againil exchangers ; they fall to Vv'ork

to eflimate the balance of trade, and endeavour to fliow that it is

not in reality againfl the country.

But alas ! this is nothing to the purpofe ; the balance of trade may
be very favourable, although the balance of payments be greatly

againft the country ; and both muft be paid, while the bank has a

ihilling of cafh, or a note in circulation. So foon again as the

grand balance is fairly paid oiF, it is impoffible that any one can find an.

advantage in drawing coin from a bank ; except in the fingle cafe

of melting down the heavy fpecies, in nations which give their

coinage gratis. Qx this- we. have treated at fufficient length in

another place.

Banks may indeed complain, thatmen of property are fome-

tinles fending their money out of the country, at a time when it

is alt-eady drained of its coin 5 that this raifes exchange, and hurts

the trading interefl.

Exchange mull rife, no doubt, in proportion as the grand ba-

lance is great, and difficult to be paid : But where does the blame

lie I Who ought to provide the coin, or the bills for paying

this grand balance ? Have we not Ihewn that it is the bank alone

who ought to provide coin for the ready anfwering of their notes ?

Have we not faid, that the method of doing this is by facrifictng

a part of the intereft due upon the obligations in their hands, fe-^

cured upon the folid property of the country, and by the means of

foreign loans upon that fund, to procure either the metals them-

felves, or a pov/er to draw on thofe places where the nation's credit

tors relide ?

Which
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Which of the two has molt reafon to complain, the bank, be-

caufe the inhabitants think fit to fend their efFedts out, of the coun-

try, being either forced fo to do by their creditors, or choofing fo

to do for their private advantage ; or the creditors of the bank, and

the country in general, when, from the obilru6tions the bank

throws in the way, when required to pay its notes, exchange is

forced up to an exorbitant height ; the value of what private mer-

chants owe to llrangers is raifed ; and when, by difcouraging trade

in their hands, a general ftop is put to manufaft.ures and credit in

general ?

In a .word, the bank has no reafon to complain, uniefs they

can make it appear, how any perfon, exchanger or other, can find

an advantage in fending coin out of the country, at a .time when

there is no demand for it ; or when there is no near profpecT: of it,

which is the fame thing ? To fay that a principle of public fpirit

fhouid prevent a perfon from doing with his property what is mofh

to his advantage, in favour of faving fome money to a bank, is

fuppofmg the bank to be the public, inftead of being the fervant

of the public.

Another argument to prove that no profit can be made by fending

out coin, except when the balance is againft a country, is, that we
fee all runs upon banks ftop, the moment exchange becomes fa-

vourable. Were there a profit to be made upon fending off coin,

independently of the debts to be paid with it, which cannot be

paid without it, the fame trade would be profitable at all times.

As this is not the cafe, it follows, that the principle we have laid

down is juft ; to wit, that the balance due to foreigners mujl be

paid by banks, while they have a note in circulation ; and when

once it is fairly paid by them, all extraordinary demands nmji ceafe.

We now proceed to another point, to wit, What are the confe-

quences of circulation, when a great balance draws away a large

quantity of coin from the bank, and fends it out of the country I

CHAP.
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CHAP. XIL

How the Payment of a wro7tg Balance affeSis Circulation.

THAT I may communicate my ideas with the greater preci-

iion, I mufl here enter into a fliort detail of fome principles,

and then reafon on a fuppoiition.

It has been faid, that the confequence of credit and paper-

money, fecm-ed on folid property, was to augment the mafs of

the circulating equivalent, in proportion to the ufes found for it.

Thefe ufes may be comprehended under two general heads.

The firft, payment of what one owes ; the fecond, buying what
one has occafion for : the one and the other may be called by the

general term of ready-money demands.

Whoever has a ready-money demand upon him, and property at

the fame time, ought to be furniflied with money by banks which
lend upon mortgage.

Now the flate of trade, manufacTiures, modes of living, and the

cultomary expence of the inhabitants, when taken all together, re-

gulate and determine what we may call the mafs of ready-mojney

demands, that is, of alienation. To operate this multiplicity of

payments, a certain proportion of money is neceiTary. This pro-

portion again may increafe or diminifli according to circumftances
j

although the quantity of alienation fhould continue the fame.

To make this evident, let us fuppofe the accounts of a whole

city kept by one man ; alienation will go on without any payment

at all, until accounts are cleared ; and then nothing will be paid,

but general balances upon the whole. This however is only by the

bye. The point in hand is to agree, that a certain fum of money
is neceflary for carrying on domcllic alienation ; that is, for fatisfy-

ing ready-money demands : let us call this quantity (A).

VOL. II. Z Next,
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Next, in moil countries in Europe, (I may fay all) it is cuftom-

ary to circulate coin, which, for many ufes, is found fitter than

paper, (no matter for what reafon) ; cuftom has eflablifhed it, and

with cuftom even ftatefmen muft comply.

The paper-money is generally made payable in coin. j, from

cuftom alfo. Now, atzcording to the manners of the country, more

or lefs coin is required for domeftic circulation. Let it be obferved,

that hitherto we have not attended to foreign circulation, of which

prefently : and I fay, that the manners of a country may make

more or lefs coin neceflary, for circulating the fame quantity of

paper ; merchants, for inftance, circulate much paper and little

coin ; gamefters m:uch coin, and little paper : one example is fu£&-

cient.

Let this quantity of coin, neceflary for circulating the paper-

money, be called (B), and let the paper be called (C) ; confe-

quently (A) will be equal to the fum of (B) and (C). Again, we
have faid, that all balances owing by nation to nation, are paid

either in coin, in the metals, or in bills ; and that bank paper can

be of no ufe in fuch payments'. Let the quantity of the metals,

coin, or bills, going out or coming into the country for payment

of fuch balance, be called (D).

Thefe fliort defignations premifed, we may reafon with more

precifion. (A) is the total mafs of money (coin and paper) necef-

fary at home : (A) is compofed of (B) the coin, and of (C) the

paper, and (D) ftands for that mafs of coin, or metal, or bills,

which goes and comes according as the grand balance is favourable

or unfavourable with other nation's.

Now, from what has been faid, we may determine, that there

fhould at all times remain in the country, or in the bank, a quan-

tity of coin equal to (B) ; and if this be ever found to fall fhort,

the bank does not difcharge its duty. It is unneceflary to deter-

mine what part of (B) fliould be locked up in the bank, and what
part fhould remain in circulation : banks themfelves cannot de-

termine that queftion : all we need to fay is, that it is the profit cf

banks
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banks to accullom people to the ufe of paper as much as poffible
;

and therefore they will draw to themfelves as much coin as they

can.

When a favourable balance of trade brings exchange below par,

and brings coin into the country, the confequence is, either to ani-

mate trade and induftry, to augment the mafs of payments, to fwell

(A), and ftill to preferve (C) in circulation ; or to make (A) regorge,

fo as to link the intereft of money below the bank lending price ;

and then people will carry back the regorging part of (C) to the

bank, and withdraw their fecurities ; which is confolidating, as

we have called it, the property which had been formerly melted

down, for want of this circulating equivalent (money).

This is conilantly the confequence of a ftagnation of paper, from
an overcharge of it, thrown into circulation. It returns upon
the bank, and diminilhes the mafs of their fecurities, but never

that of their coin.

From this we may conclude, that the circulation of a country

can only abforb a determinate quantity of money (coin and paper) ;

and that the lefs ufe they make of coin, the more ufe they will

make of paper, and vice verfa.

We may alfo conclude, that when trade and alienation increafe,

cteteris paribus, fo will inoney ; that is, more folid property will be

melted down ; and when trade and alienation diminilh, ceteris pa-

ribus, fo will money ; that is, fome of the folid property formerly

melted down, will confolidate, as we have called it.

Thefe viciffitudes in the mafs of circulation are not peculiar to

paper currency. In countries where nothing circulates but the

metals, the cafe is the fame ; only the operation is more aukward
and expenlive. When coin becomes fcarce there, it is hardly pof-

fible, in remote provinces, to find any credit at all : and in the

center of circulation, the ufe of it (intereft) muft rife very confi-

derably, and ftand high for fome time, before even intelligent mer-

chants will import bullion to the mint ; which is the only bank
they have to fit it for circulation. When the metal is coined, then

Z 2 men
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men of property are enabled to borrow, or to fell their lands. On
ilie other hand, when a favourable balance pours in a fuperfluity of

coin, and at the fame time cuts off the demands of trade for fend-

ing it abroad, it frequently falls into coffers ; where it becomes as

ufelefs as if it were in the mine ; and this clumfy cumulation, as

I may call it, prevents it from coming into the hands of thofe

who would have occafion for it, did they but know where to come

at it. Paper, on the other liand, when banks and tradC' are well

eftablifhed, is always to be found. Thus, in an inflant, paper-

money either creates or extinguifhes an intereft equal to its value,

in favour of the poffefTor. No part of it lies dead, not for a day,

when employed in trade : it is not fo of coin,.

We muft now fuppofe a bank eftablifhed. in a country, which;

owes a balance to other nations.

In this cafe, the bank mufb polTefs, or be able to command, a

fum of coin or bills equal to (B) and (D) ;. (B) for domeftic, and

(D) for foreign circulation.

Thofe who owe this balance (D), and who are fuppofed to have-

value for it, in the currency of the country, in order to pay it,

muft either exhauft a part of (B), by fending it away, or they muft

carry a part of (C) to the bank, to be paid for in coin. If they pick

up a part of (B) in the country, then the coin in- circulation, being,

diminifhed below its proportion, the polTeflbrs of (C) will come

upon the ba,nk for a fupply, in order to makeup (B) to its former-

ftandard. Banks complain without reafon^ If they carry part of

(C) to be changed at the bank, for the payment of (D), they there-

by diminifti the quantity of (C) ; confequently there will be a de-

mand upon the bank for more notes, to fupport domeftic circu-

lation ; becaufe thofe which have been paid in coin are returned

to the bank
J
and have diminifhed the mafs of (G) y which there-

fore muft be replaced by a new melting down of folid property.

Now I muft here obferve, that this recruit, iffued to fill up (C)

to the level, is an addition made to die mafs of fecurities formerly

lodged with the bank ; and reprefents, not improperly, that part

g£



Chap. Xir; OF POLITICAL OECONOMY., 173

of the landed property of a country which the bank mull difpofe

of to foreigners, in order to procure from them the coin or bills

neceflary for anfwering the demand of (D).

When notes, therefore, are carried to the bank for payment of'

debts due to the bank, they then diminilh the mafs of folid pro-

perty melted down in the fecuricies lodged in the bank : but when
notes are carried to the bank, to be converted into coin or bills, for

foreign exportation, they do not diminilh the mafs of the fecuri-

ties : on the contrary, the confequence is, to pave the way for the

augmentation of them ; becaufe I fuppofe that the notes, fo given^

in to the bank, and taken out of the circle, are to be replaced by

the bank to domeilic circulation, to wliich they belonged ; and:

the bank mull be at the expence of turning the value of thefe

additional fecurities granted for them into coin or foreign bills.

Is not this quite conliftent with reafon, facSl, and common fenfe?

If a country contrads debts to foreigners, is it not juft the fame
cafe as when one man contradls a debt to another in the fame fo-

ciety ? Mull not the ultimate confequence of this debt be, that

it mull be paid, either with the coin, with the moveables, or with,

the folid property of the debtor, transferred to the creditor, in lieu:

of the money owing ?

When a nation can pay with its coin, or with its effeds, (that is

to fay, with its produdl and manufadlures) the operation is ealily

and mechanically performed by the means of trade : when, thefe

objects are not fufficient 5 or when land, or an annual and perpe-

tual income out of it, mud make up the deficiency ; then more

ikill and expence is required y and this expence falling upon banks,

makes their trade lefs lucrative than in times when, commerce

ftands at par, or is bringing in a balance.

Were trade to run conflantly againll a country, the confequence

would be, that the whole property of it would, by degrees, he

transferred to foreigners-. This the bank of St. George at Genoa
has operated with regard to Corfica, as has been obferved. But in.

that cafe, banks never could negled laying down a plan whereby

7; to:
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to avoid the lofs they cafually fuftain, when fuch a revolution

cemes fuddenly or tmexpecStedly upon them.

The method would be, to eflabUfh an annual fnbfcription abroad,

for borrowing a fum equivalent to the grand balance ; the condition

being to pay th£ intereft of the fubfcriptions out of the revenue

of the country.

If the fecurity offered be good, there is ^no fear but fubfcribers

will be found, while there is an ounce of gold and filver in Eu-

rope.

The bank of England has an expedient of another nature, in

what they call their circulation ; which is a premium granted to

certain perfons, upon an obligation to pay a certain fum of coin

upon demand. This is done with a view to anfwer upon preiling

occafions. But England being a profperous trading nation, which

feldom has any confiderable grand balance againlt her, (except in

time of war, when the public borrowings fupply in a great mea-

fure the deficiency, as fhall be afterwards explained) this bank

circulation is turned into a job ; the fubfcriptions being lucrative,

are diftributed among the proprietors themfelves, who make no

provifion for the demand ; and were it again to come, (as has

Jbeen the cafe) the fubfcribers would, as formerly, make a call on

the bank itfelf, by picking up their notes, and pay their fubfcrip-

tions with the bank's own coin.

To obviate this inconvenience, which was feverely felt in the

year 1 745, the bank of England fliould have opened a fubfcription

in fome foreign countiy ; Holland, for example ; where flie might

have procured large quantities of foreign coin : fuch a feafonable

fupply would have proved a real augmentation of the metals ; the

fupply they got from their own domeftic fubfcribers was only

fi(5litious *.

But

* At this time there was another clrcumftance, befides the demand of a balance to

be paid abroad, which diftreflfed the bank, viz. a fufpicion which took place, that if

ithe rebellion had fuccecded, the credit of the bank would have totally failed.

6 This
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But banks in profperous trading nations fit down with cafual

and temporary inconveniencies ; and exchangers carry on a profit-

able trade, whether the nation be gaining or lofing all the while.

For fuch nations, and fuch only, are banks advantageous. Were

Banks eflablifhed in Spain, Portugal, or any other country which

pays a conftant balance from the produce of their mines, they

would only help on their ruin a little fafler.

In the infancy of banking, and in countries where tile true

principles of the trade are not well underftood, we find banks

taking a general alarm, whenever a wrong balance of trade occa-

fions a run upon them. This terror drives them to expedients for

fupporting their credit, which we are now to examine, and which ^

we fhall find to have a quite contrary tendency.

The better to explain this combination, we muft recall to mind,,

that the payment of the grand balance in coin or bills is unavoid-

able to banks. We have faid that this balance is commonly paid

by exchangers, who pick up the coin in circulation ; a thing the

bank cannot prevent. This we have called exhaufting a part of

(B) : the confequence of this is, to make the proprietors of (G)

come upon the bank, and demand coin for filling up (B) : to this

the bank mufl alfo agree. But by thefe operations (G) comes to ^

be diminifhed, below the level necefifary for carrying on trade, in-

duftry, and alienation : upon which I have faid there commonly
comes an application to the bank to give more credit, in order to

fupport domeftic circulation, which if complied with, more folid

property is confequently melted down.

This fwells the mafs of fecurities, and raifes (A) to its former

level. But here the bank has an option to refufe more credit : in

This very cafe points out the great advantage of banks upon naortgage of private :

credit.

We have faid, that the credit of fuch banks ought to be eftablilhed upon the prin-

ciples of private fecurities only. If their notes be iffbed upon folid property, then -no

rebellion can influence them : but of this more hereafter.

the-
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the former operations it had none. Now if the bank, from a ter-

ror of being drained of coin, Ihould refufe to iffue notes upon

new credits, for the demands of domeftic circulation ; in this cafe,

I fay, they fail in their duty to the nation, as banks, and hurt

their own intereft. As to their duty to the nation, I fhall not infifl

upon it ; but I think I can demonllrate that they fail in point of

combination, with refpe6l to their own intereft, and that is enough.

I fay, then, that as long as there is one lingle note in circula-

tion, and any part of a grand balance owing, that note will come

upon the bank for payment, without a poffibility of its avoiding

the demand. Refuling therefore credit, while any notes remain

in the hands of the public, is refufmg an intereft which may help

to make up the paft lofles : but of this more hereafter.

In the next place, I think I have demonftrated, that fo foon as

the grand balance is paid, it is impoflible that any more demands for.

coin can come upon the bank for exportation. Why then fliould

a bank do fo fignal a prejudice to their country, as to refufe to lend

them paper, which the ready-money demands of the country

mu^ fufpend in circulation ? And why do this at fo great a lofs

to themfelves f It has been faid above, and I think with juftice,

that this recruit, ifllied to fill up circulation, adds to the mafs of

bank fecurities, and very properly reprefents that part of the in-

come of the folid property of the country, which the bank muft

difpofe of to foreigners, in order to procure from them the-coin

or bills necelTary for anfwering the demand of payment of a grand

Balance.

In this light nothing can appear more imprudent, than to re-

fufe credit.

A bank is forced to pay to the laft farthing of this balance ; by

paying it, the notes that were necelTary for circulation are re-

turned to them ; and they refufe to replace them, for fear that

their fupplying circulation Ihould create a new balance againft

them ! This is voluntarily taking on themfelves all the lofs of

banking, and rejeding the advantages.

Such
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Such management can only be prudent when the circulating

notes of a bank are very few, and when the balance is very great.

In that cafe, indeed, were the thing poffible, it might be prudent

to gi^e over banking for a while, till matters took a favourable

turn. But if we fuppofe their notes to exceed the balance dile^

then all the huFfWhich ca;fi be done is done already ; and the more
notes are ilTued, and the more credit is given, fo much the better?

becaufe the intereft upon all that is ifftied above the balance,

muft be. clear profit to the bank.

To bring what has been faid within a narrower compafs, and to

lay it under our eye at once, let us call the domeflic circulation of

a country, where a bank is eftablifhed, (A).

The fpecie itfelf, to carry it on, (B).

The balances to other nations, (DJ.

The bank muft have a command of credit and coin equal to the

fum of (B) and (D). If they have the value of (D) in any foreign

place, where a general circulation of exchange is carried on ; then

they have only occafion for (B) at home, and can furnifh bills to

the amount of (D).

If (D), in confequence of bills drawn, fliall come to be exhaull-

cd, the bank, raufl replace it again, by new contracts, to fcrangers.

But as foon as (D) is paid, either in coin or in bills, then what-
ever coin is drawn from the bank, and fent away by private people,

(exchangers, &c.) muft form a balance due to the country ; which
balance will render exchange favourable, and will occafion a lofs

to thofe who fent away the coin. In this cafe, the more credit the

bank gives, fo much more will their profits increafe.

To conclude : Let banks never complain of thofe who demand
coin of them, except in the cafe when it is demanded in order to

be melted down, or for domeftic circulation, which may as well

be carried on with paper.

And fo foon as a demand for coin to pay a foreign balance be-

gins, it is then both the duty and intereft of all good citizens to

be as affiftant as poffible to banks, by contenting thcmfclves with

VOL. n. A a paper
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paper for their own occaiions, and by throwing into the bank all

the coin which cafually falls into their hands. As to duty, I fhall

offer no argument to enforce it. But I fay it becomes a national

concern to affifl the bank ; becaufe the lofs incurred by the bank in

procuring coin, falls ultimately on every individual, by railing ex-

change ; confequently, prices, by raifmg the intereft of money to

be borrowed ; and laft of all, by conftituting a perpetual intereft to

be paid to foreigners, out of the revenue of the folid property of

the country. Upon fuch occafions, a good citizen ought to blufh

at pulling out a purfe, when his own intereft, and that of his

country, fhould make him fatisfied with a pocket book.

CHAP. XIII.

onContinuation of the fame SubjeEi ; and of the Principles up

which Banks ought to borrow Abroad, and give credit at Home.

IN every queftion relative to this fubjed, we muft return to prin-

ciples. This is the only fure method of avoiding error. The

intelligent reader, therefore, muft excufe fhort repetitions, and

confider them as a facrifice he is making to thofe of flower capa-

cities, to whom they are ufeful.

The principle of banking upon mortgage, is to lend and give

credit to thofe who have property, and a defire to melt it down.

This is calculated for the benefit of trade, and for an encourage-

ment to induftry. If fuch banks, therefore, borrow, it muft be

done confiftently with the principles upon which their banking is

founded. If the borrowing fliould tend to deftroy thofe advantages

which their lending had procured, then the operation is contrary

to principles, and abuftve. So much for recapitulation.

A While
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While trade flourilhes and brings in a balance, banks never have

occalion to borrow ; it is then they lend and give credit. This, I

believe, we may take for granted.

When the country v/here the bank is eftabliflied begins to owe a

balance to other nations, the bank, as we have feen in the laft chap-

ter, is obliged to pay it in coin or in bills. We have there fliewn,

that in fuch cafes it is inconfiftent with their principles and intereft,

to withhold lending and giving credit, fo far as is necelTary for

keeping up the fund of circulation to that ftandard which aliena-

tion and ready money demands require.

To refufe credit, and at the fame time to borrow at home, mull

then, at firft fight, appear to be doubly inconfiftent. But in order

to fet this point in the clearefk light I am capable, I fliall reafon

upon a fuppolition analogous to the litiiation of the Scotch banks,

and by that means avoid abflradion as much as I can.

Let me then fuppofe that Scotland, during the laft years of the

war ended in 1763, and ever fmce (I wri-te in 1764) from the un-

avoidable diftrefs of the times, was obliged, i. to import confider-

able quantities of grain in fome bad years ; 2. to refund the Engiilli

loans of money fettled there in former times ; 3. to furnifli fome

of the inhabitants with funds, which they thought fit to place in

England ; 4. to pay the amount of additional taxes impofed during

the war ; v/hile, at the fame time, feveral of the ordinary refources

were withdrawn; fuch as, 1. a great part of the induftrious inha-

bitants who went to fupply the fleets and armies ; 2. the abfence

of the ordinary contingent of troops ; and 3. the cutting off feveral

beneficial articles of commerce. Let me fuppofe, I fay, that from

a combination of thefe lofles incurred, and advantages fufpended,

Scotland has loft annually, for eight years paft, two hundred thou-

fand pounds. I am no competent judge of the exatrtnefs of this

eftimate, it is of no confequence to the argument ; but I think I

am far beyond die true computation.

On the other hand, let m.e fuppofe, that the fum of currency in

paper, fufficient (with the little coin there was) to circulate the

A a 2 Vv'liole
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whole of the alienations in Scotland, (that is to fay, the whole

domeflic circulation, fuppofing no balance to be owing to England

or other countries) to be one million fterling. I am perfuaded I

am here below the true eflimate, but no matter.

Is it not evident, from this fuppofition, and from the principles

we have been deducing, that unlefs the banks of Scotland had

alienated annually in favour of England, a fund for paying the in-

tereft of two hundi'ed thoufand pounds capital, and either brought

down the coin, or given bills on London for the fum of that capital

every year 5 that the million of Scots currency would have been

diminifhed in proportion to the deficiency ; and would not the confe-

quence of that be, aeteris paribus, to bring the currency below the de-

mand for it> and, confequently, to hurt trade, induftry, and alienation ?

Now fuppoiing the banks, infcead of providing, in England, a

fund equal to this grand balance, (as 1 have faid they fliould do)

to remain in conilernation and inadtivity, giving the whole of their

attention to the providing -coin and bills to fupply the demand of

exchangers, whofe bufmefs it is to fend out this amiual balance ;
.^

what will the confequence be?

i anfwer, that if the banks, in fuch a cafe, do not follow the plan

I have propofed, the confequence will be, that two hundred thou-

fand pounds of their paper will be, the firft year, taken out of the

domeftic circulation of Scotland ; will be carried to the bank, and

coin demanded for it. If the coin, is fomid in the bank, it is well ;

.

it goes away, and leaves the paper circulation of Scotland at

§00,000 /. This void mufl: occafion applications to the bank for cre-

dits to fupply it. Is it not then the intercH of the bank to fupply

it I We have faid in the form.er chapters that it is. But now let us

fuppofe it objected, that if banks fliould iiTue notes at fuch a time, ,

their caili having been exhaulled, they would be obliged to- flop alto-

gether, upon a return of thofe notes iffued upon additional credits.

To this I repeat again, becaufe of the importance of the fubje6t, -

that notes ilTued to fupport the demand of circulation never can

return upon the bank, fo. as to form a demand for coin ; and if

6 they
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they do return, it muft be in order to extinguifti the fecurities

granted by thofe who have credit in bank (I except always that

regular demand for coin, at all times neceflary for circulating the

jpaper for domeftic ufes) and if thofe notes return of themfelves,

without being called in, this phsenomenon would be a proof that

circulation is diminifliing of itfelf : but fuppoling fuch a cafe to

happen, it is plain that fuch return can produce no call for coin ;

.

becaufe when the notes return it is not for coin,, but. for acquitting

an obligation or mortgage, as has been often repeated.

Notes are paid in, I fay, becaufe circulation has thrown them

out. Now if circulation has thrown them out as fuperfluous, it

never can have occaiion for coin in their flead ; becaufe coin anfwers

the fame purpofe.

But then it is urged that they do not return, becaufe circulation

has thrown them out, but becaufe coin is wanted : be it fo. Then

we muft fay, that circulation is not diminiflied, as we atfirft fup-

pofed J but that the return of another year's balance, makes a new
demand for coin neceflary.

Now I afl?;, how the withholding this 200,000 /. from circulation,

after the firft year's drain, can prevent the balance from returning ?

There are by the fuppolition ftill 800,000 /. of notes in the country 5

will not exchangers get hold of two hundred thoufand out of this

fund, as well as out of the million ? For he who owes, mujl pay,

that is, viiijl circulate. It is only the circulation of the induftrious,

of the rich, in Ihort bujing, that is to fay, 'voluntary circulation, which

is flopped for want of currency: paying, that is, involuntary circulation,

never can be flopped ; debtors 7niijl find money, as long as there is

any in the country, were they to give an acre for a fliilling, or a

houfe for half a crown. Now thofe who owe this foreign balance

are debtors ; confequently, they mufl draw 200,000 /. out of circu-

lation, the fecond year as the firft, v^^hether the flandard million be

filled up or not. The v/ithholding, therefore, the credits demanded
upon the firft diminution, has not the leaft effedl in preventing the

demand for coin the year following : it only difcrefles the country,

.

raifmg exchange, and the intereft of money, by rendring money
fcarce ;.,
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fcarce i and what is the mofl: abfurd of all, it deprives the bank of

10,000/. a year intereft, at s per cent, upon 200,000/. which it may

iffue anew.

Suppofe again, that a fecond year's demand for a balance of 2 00,000 A

comes upon the bank : if the coin is put, as we may fuppofe that after

fuch a drain k will not be in great plenty, expedients muft be fallen

upon. In fuch a cafe, if the bank does not at once fairly borrow

at London (without any obligatiou to repay the capital) a fum of

200,000 /. and pay for it a regular intereft, according to the rate of

money, with an obligation to pay, as government does, quarterly *,

ou the change of Londouj it will be involved in expedients which

will create a monftrous circulation of coin in the bank, perhaps

double of the fum required, and all thofe operations will land in the

end (as to the bank) in paying the intereft of this fum out of the m^ft

of its fecurities or ftock. If the bank fliould borrow this 200,000 /.

in London, in the manner we have faid^ the circulating fund of

coin will be nowife diminifned j ihere will be no call extraordinary,

no rifmg of exchange ; the bank will have this in its hands ; and if

it rlfes, it is the bank, not the exchangers who ¥/ill profii by It.

But let us fuppofe that inftead of this, it Ihould h - \ rccourfe to

temporary credits upon which the capital is coiyau^ciy ucmandable,

or to other expedients ftill lefs effecStual for anrwering the call which

is to come upon it for the fecond year's balance ; what will be the

confequence ? To this I anfwer, that thole merchants, or' others

who owe the balance, Y/ill apply to exchangers for bills, for which

they muft pay a high exchange : thefe bills will be brought from

the exchangers with notes, (taken out of circulation) and will re-

duce this to <>oo,ooo /. the exchangers will carry thefe to the bank

^,nd demand coin. If the bank Ihould make ufe of an optional

claufcj to pay in fix months, with intereft at 5 per cent, tlje ex*

changers will obtain fix months credit at London, and in confe-

quence of that, their bills will be honoured and paid. This credit

* Akbouch the interefl or dividends on government fecurities be paid every half

year only, yet by purchafing partly in one fund, and partly in another % for inflance,

half m Old South Sqa. annuities, and half in New, purchafers may have their intereft

paid quarterly.

cofts
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cofts tliem money, which is added to the exchange: the bank, at

the end of fix months, pays in coin, which in the interval it muft
provide from London. It pays alfo fix months interell upon the

paper formerly prefented by the exchanger : add to the account,

that bringing down the coin muft coft the bank at leaft 12 Shillings

per hundred pounds, and as much more to the exchanger who re-

ceives it in order to fend it back again ; and after all thefe intricate

operations which have coll fo much trouble, ill blood, flagnation

and diminution of circulation, expence in exchange to the debtors

of the balance, ftrefs of credit upon exchangers for procuring fo

large advances with commifiion, See. expence to the bank in pro-

viding coin, expence to the exchangers in returning it ; after all,

I fay, the operation lands in this : that 200,000 /, of notes, taken

out of the circulation of Scotland, returns to the bank who mufl

have provided, at lafl:, either coin, or credit at London for them.

This return of 200,000 /. of notes does not diminifli the mafs oi

thofe obligations lodged in the bank, in virtue of which they are cre-

ditors upon the proprietors of Scotland : confequently, the bank has

conftituted itfelf debtor to England for thofe funds which have been

tornfrom it in the manner above defcribed : confequently, had it, by

a permanent loan, conflituted itfelf voluntarily debtor to England

from the beginning, it would have paid no more, nay lefs than it

has been obliged to pay ; circulation would not have loft 200,000/,

and the bank would have had the intereft of 200,000/, added to its

former fecurities, which would compenfate (pro tanto at leaft) the

expence of borrowing that fum in England upon a permanent fund.

Inftead of which it compenfates the intereft of a temporary loan,

with the fame fum of intereft taken out of the fecurities in its

hand. If, therefore, from an ill grounded fear of iffuing as much
paper as is demanded, it fhall v/ithhold it, there refults to itfelf a

lofs equal to the intereft of what it refufes to lend ; that is to fay,

there is a lucrum cejfans to the bank of the intereft of this 200,000/.

Zit s per cent. oratio,oco/. a year ; which other banking companies

will fill up, and thereby extend their circulation.

If,
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If, befides refufing credits, it fliould call in any part of thofe

already given, it ftiil diminifhes circulation : but then by that ope-

ration it diminiflies the mafs of its fecurities, and fo diminiflies

the fum of the intereft -annually paid to itfelf. If it goes farther and

bcrrov/s money at home, fuch loans will be made in its ov/n paper,

which will diminifti farther the mafs of circulation ; and if it goes

on recalling the credits and mortgages, it will foon draw every bit of

its paper out of circulation, and remain creditor upon Scotland only

for the balance it has paid to England on her account. Such are

the confequences, when a bank which lends upon private fecurity

withholds credit, at a time when a national balance is due, and

when applications are made to it for new credits, to fill up the void

^of circulation. occaiioned by the operations ufed for the payment of

the balance: fuch alfo are the additional fatal confequences, when

to this ife adds fo inconfiftent an operation as that of borrowing in

its own notes, or recalling the credits it had formerly given.

By the firft ilep it only appears pallive in allowing natural caufes

•to deftroy both the bank and the nation, as I think has been proved.

By the fecond, it is adive in deftroying both itfelf and the

country.

What benefit can ever a bank which lends upon private fecurity

reap by borrowing within the country of v^rhich it is the center of

circulation; nay, what benefit can it ever reap from withholding

its notes from thofe who can give good fecurity for them

!

Every penny it borrows, or calls in, circumfcribes its own profits,

while it difireffes the country. After all the combinations I have

been able to m.ake, I can difcover but one motive which (through

a falfe light) may engage a bank to fiiis ilep, to wit, jealoufy of

other banks.

As this fpeculation is defigned to illullrate the principles of

circulation, from circumilances relative to the prefent Hate of the

Scotch banks, let us call things by their names.

The banks of Edinburgh refemble, more than any other in Scot-

land, a national bank. Let me then fuppofe all that can be fup-

pofed,
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pofed, viz. that the abundance of their paper has given occafion

to leffer banks to pick up from them every fhilling of coin vp^hich

thefe leffer banks have ever had ; and that thefe have had the

addrefs alfo to throw the whole load of the balance upon thofe

of Edinburgh : let this be fuppofed, more cannot, and let us

allow farther, that this muft ever continue to be the cafe. In thefe

circumftances, wdiat motive can the banks of Edinburgh have for

withholding credit from thofe who are able to give fecurity ? What
motive can they have for borrowing up their own notes ?

Indeed I can account for this plan of management in no other

way than by fuppofmg, that difgulled at the long continuance of

an unfavourable balance of ti'ade againfh their country, and vexed

to find the whole load of it thrown upon themfelves, they have

taken the refolution to abandon the trade, and are taking this me-
thod of recalling their paper altogether.

Let me fuppofe the contrary, and I fliall not be able to difcover

how it is poffible that fuch a condu6t can turn to their own advan-

tage, throwing out all confideration of the public good, which
for fome time, no doubt, muft be greatly hurt by it.

As long as any eonfiderable quantity of their notes is in circula-

tion, -and that the principal exchangers reljde at Edinburgh, they

never can avoid the lofs of paying the balance ; and by refufing

to fill up the void occafioned by the return of their notes, they deliver

the whole profit of replacing them to the other banks, their rivals.

Let me next eftimate the loffes they fuftain by furnifliing coin

to the other banks, and for the payment of the balance ; and then

compare thefe with what they lofe by not keeping circulation full.

I fhall fuppofe the balance to coft them two hundred thoufand

pounds per anmim ; and I fliall fuppofe that all the leiTer banks put

together have occafion for two hundred thoufand pounds in their

chefts : Is not this computation far above what can poflibly be

fuppofed ?

Will it be allowed tliat if the banks of Edinburgh willingly fub-

mit to pay the whole of the bills of exchange demanded on Lon-

VOL. 11. B b don.
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don,, for this balance, they will have at leaft the preference in<

replacing that fum to circulation ?

If they pay the balance of 200,000 /. a like fum of their notes

muft come in to them, without dirainifliing one fliilling of the-

interef!: paid upon the fecurities lodged in their banks y. confe-

quently, the only lofs incurred is the;difFerence between the intereft'

they receive, which, is ^ per ce^it. and what it would coll them to>

borrow a like fum in London, and to remit the intereft. of that:

fum four times a year.

Now the value of a 4j^^r ce^it. is at prefent about 96 ; fo in paying;

2oj.j>f/'quarter on the change of London, theEdinburgh banks may'

have at London a capital of 96 /. Let me call it only 94/. fup-

pofing. their credit not to be quite fo"^ good as that of the funds..

I' think it as good to the full ; and I am fure it is fo. At this rate,

the 200,000 /. will coil them an. intereft of 8510 /. inllead of the

10,000 /. v/hich they will receive for the like fum added to their for-

mer fecurities. Now Ifuppofe that they have reeourfe to exchangers

to remit this intereft,. and that they pay for- it s per cent, (which is

an abfurd fuppofitlon, as they wilL have the exchange entirely in

-

their own hands) and that they give" all the bills for the 200,000//.

at par, (alfo a ridiculous fuppofition)' the . 5 /^^r ^£-72/.' on Sj'-io /. is

425/. 10 J. which added to the intereft, makes 8935" /. 10 j. fo that-

after all, they will have upon the whole tranfacTiion. 10.64/. 10 s..

of profit.

Next, as to the lofs incurred in furnifliing 200,000 /. to the other-

banks : If this coin be demanded of them by. thofe banks, the de-

manders rauft, for this purpofe, draw. 200,000 /. of Edinburgh-

notes out of the circulation of Scotland ;. which I have fuppo(ed;

may be replaced in fome little time tjy the Edinburgh-banks ;.con--

fequently, if this fum alfo be borrowed at London, there will refult _

upon this operation, as well as upon the laft, a profit of- 1064 /, 10 j-,.

But then indeed they muft be at the expence of bringing down the

coin borrowed, at 12 j-. per 100 I. becaufe thofe banks will infift.

upon having coin, and, refufe bills on London. This will coft^

1200./.
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1200/. from which deduft the profit of 1064/. 10 s. gained by
the firft opieration, remains of lofs upon this lafl tranfadlion 135- /.

10 J-. no great fum*. Does it not follow from this reafoning, that

the banks of Edinburgh will have the whole bulinefs of exchange

in their own hands ? What exchanger then will enter into compe-

tition with them ? The domeftic tranfai5lions with the merchants

and manufadiurers of Scotland will be their only bufinefs. Far-

ther,

What prevents the banks of Edinburgh to have offices in every

trading town in Scotland, where their notes may be regularly

paid on prefentation, and new credits given as circulation de-

mands them ?

The only objection I can find to this plan of banking, is the dif-

ficulty of finding credit at London to borrow fuch large funis.

This, I think, may^ alfo; be. removed, from the plain principles

of credit; If the banks of Edinburgh enter into a fair coalition,

as they ought to do, I think, in order to form really a national

bank, totally independent of that of England ; may they not open

a fubfcription at London, and efiablifh a regular fund of their

own, as well as any other company, fuch as the India, or South

Sea ? By borrowing in the beginning at a fmall advance of interefl

above the funds, and paying as regularly as government does, will

not all thofe who make a trade of buying and felling il:ock fill

their loan, rather than invell it in any other carrying a lefs in-

terell? And if the whole land fecurities, and flocks of thofe

* We are not to fuppofe that this yearly balance of 200,000 I. is always 10 conti-

nue. We have feen how it has been occafioned by a courfe of unfavourable circum-

ftances, which have run Scotland in debt ; we have feen how the banks may interpofe

their credit, in order to alTift the country in paying it ; and we rhall fee, before we dif-

mifs this fubjeifV, how they will be enabled to repay it, and fet Scotland free, by a re-

turn of a favourable balance upon their commerce. Let it then be remembrcd, that

all thofe contraflions in England are properly the debts of Scotland, not of the banks.

Scotland, therefore, and not the banks, muft be at all the expence thereby incurred.

Thefe points fhall be explained as we go along,

B b 2 baiiks^
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banks at Edinburgh be pledged for this loan, will it not Hand on

ias good a bottom as any fund upon earth ? And can it be doubted

but parliament will encourage fuch a fcheme, upon laying the af-

fairs of Scotland and the banks properly before them ?

By this means they will really become a national bank : becaufe

England feems at prefent to be to Scotland, what all the reft of the

world is to England. Now, the bank of England has no fuch fund

of credit on the continent, that I know ; and were that country to

fall into as great diftrefs, by a heavy balance, as Scotland has been,

ilie would find as many difficulties in extricating herfelf by do-

m.eftic borrowings, bank circulation, See. as Scotland has found by

the like domeftic expedients. She would then be obliged, for her re-

lief, to have recourfe to a fund opened in Holland, Spain, or Por-

tugal, like to what I propofe for Scotland with refpedl to England,

I have heard it alledged, that the whole diftrefs occafioned to the

banks and circulation of Scotland, was occafioned by a falfe ftep

taken by them, fome years ago ; at the time when the lownefs of

-theEnglilh funds, and a profpec^ of a peace, occafioned great re-

mittances from Scotland, and a withdrawing of the large capital

of, perhaps, 500,000 /. owing in Scotland to Englifli perfons of

property.

At that time, it is faid, the banks imprudently launched out in

giving extenfive credits to the debtors of thofe capitals, and to

thofe who wanted to i;emit the funds they had fecured in the hands of

people who could not pay them ; that this threw a load of paper

into circulation, which it could not fufpend, being far beyond the

extent of it ; and that, confequently, the paper came back upon the

bank, produced a run for coin, which foon exhaufted, in a manner,

all that was in Scotland ; and that the country has never been able

to recover itfelf fmce.

This reprefentation is plaufible, and has an air of being founded

f)n principles -. in order therefore to -ferve as a further illuflration

pf the fubjedt of circulation, I fliall point out where the fallacy

lies.

4 It
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It is faid the banks did wrong in giving thofe credits. I fay, they

did right ; but they did wrong in not providing againfl the con-

fequences.

Had they refufed the credits, the Englifli and other creditors

would have fallen direcflly upon their debtors, and obliged them
to pay, by a fale of their lands, at an under value ; which, I

think, would have been an infinite lofs to Scotland. In this way
the price would have been paid in bank paper, taken out of cir-

culation ; for we have faid, that he ivho otues muft pay, be the confe-

quence what it will. This paper would have come upon the banks

at any rate ; and bemg a balance due to ilrangers, mull have been

paid by the banks. The banks therefore did right to fupply the

credits demanded ; but then they might have forefeen that the

whole load of paying thofe debts would fall upon them ^ which
they being in no capacity to do, fhould have immediately pledged

in England, the intereil of the credits they had given out, after

fupplying the want of Scots circulation, and when the notes came
in, they would have had at London the capital of that intereft

prepared for paying them oiF, and no inconvenience would have

been found.

The only thing then the bank feem to have misjudged, was the

granting thofe credits too hallily, and to people who perhaps

would not have invefted their funds in England, had it not been

from their facility in giving credit.

Banks therefore fhould v/ell examine the flate of circulation, and

of the grand balance, in difficult times, before they give credit.

If circulation be full, they may, with juflice, fufpeft that the

credits are demanded with a view of expediency, to tranfport pro-

perty out of the country, which otherwife might have remained.

But in favour of circulation, or in favour of what might be exacfted

by foreign creditors, banks never can misjudge in giving credit

;

becaufe, if they fliould refufe to do it, they in the firll place incur

a lofs themfelves ; and in the fecond place, they diminifli the fund

of circulation, and thereby hurt the country. Now when, at

fuch
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fuch times, a credit is afked or given, that demand is a warning -

to banks to prepare ; and by preparing they are ready, and no lofs

is incurred.

Upon the whole, it is an unfpeakable advantage to a nation to

have her foreign debts paid by her bank, rather than to remain

expofed to the demands of private foreign creditors ; becaufe,

when a bank pays them, I fuppofe her to do it upon a loan in the

funding way, where the capital is not demandabk by the creditor

;

whereas when private citizens are debtors to ilrangers, the capi-

tals are always demandable ; and when a call comes fuddenly and

unexpe6ledly, the country is diftreiTed. What would become of

Great Britain, if all her debts to ilrangers were demandable at any

time I It is the individuals who owe, in effedl, all that is due to

foreigners ; becaufe they pay the interell : but they pay this in-

tereft to the public ; and the public appears as the debtor to ali

ilrangers, who have no right to, exadl the capital, although the

ftatemayfet itfelf free whenever i^ is convenient.

I have faid above, that after ail the combinations I had been able

to form, I could difcover but one motive to induce a bank to with-

hold credit at a time when it was demanded for the ufe of domellic

circulation, viz. jealoufy of other banks. What* any combinations

could not then difcover, my inquiries have fmce unfolded.

It is faid, that the banks finding fo great a propenfity in the in-

iiabitants of Scotland to confume foreign manufacftures and pro-

duce, fell upon this expediency of calling in the old, and of refufmg

new credits, in order to cut off fuch branches of hurtful luxury

and expencc.

Could the execution of fuch a plan prove a remedy againil the

vice complained of, this circumftance alone would more clearly

demonftrate the utility of banks upon mortgage, than all I have

been able to fay in favour of that eilabliflnnent.

Let us therefore have recourfe to our principles, in order to dif-

c-over what influence a bank can have in this particular.

Wc
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We have diflinguiflied betv/een necejjary and 'voluntary circulation :

the necejfary has the payment of debts ; the voluntary has buying for its

objedt.

Wehave faid thathe who owes is either a bankrupt, or miift pay,

as long as there is a fliilling in the countr5\

But he who buys, or inclines to buy, vinji have money ^ or he can

buy nothing ; for if he buys on credit, he then falls immediately

into the former category, and miijl pay.

By withholding money for the ufes of circulation, which banks

may do for fome time, buying may be flopped ; paying never xan.

Now if the niafs of money in circulation is brought fo low, that

the higher clailes of the people, who confume foreign pro-

dudtions, cannot find money to buy with, what are we to fuppofe

will be the cafe with manufafturers, and with the merchants who
buy up their work ? Gould this operation of the bank : afFed: the.

higher clajfes only, by curbing their anti-patriot expences,' without-

affedting the /ow^T c/^T^j, by curbing their induftr}^, I fI:iould think,

it an admirable difcovery. If it even could be made to affedl thofc

merchants and ihop-keepers only, who deal in foreign commodi-

ties, fo as to difcourage them from carrying on that bufinefs, there

would refult from it a notable advantage.

But alas ! wherein are they hurt? They trade in fuch cornmo--

dities, notbecaufe they are bad citizens, but becaufe they are free-

men, and feek profit wherever the laws permit..

Perhaps, they find more difficulty than . other people in forcing

coin from the bank, as matters ftand.- perhaps, they are loaded with

opprobrious appellations for extorting fuch. payments from the

bank: perhaps, their.credits with the bank,are recalled. But mull

not thofe who buy from them, pay them ? And muft not the bank

.

give coin, or bills, for the notes they receive, when prcfented for

payment? Why, therefore, throw difficulties in the way ? All the

world knows, that no human engine can prevent a merchant from

laying all the expences of his trade upon the confuilaer. Correal

the tafle of the confumers, and you ' may flop the trade : no

7, other.
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other reftraint will be of any confequence. But in order to corredl

the talle of confumers, do not deprive them abfolutely of money ;'

becaufe the money the landlord receives, comes from the farmer,

for the price of his grain, &c. "Would it be a good fcheme for

preventing foldiers from drinking brandy, to cut off their fubfift-^

ence-moneyJ Giv'e a drunkard but a penny a day, it will go

for liquor ; and thofe who are fond of foreign clothing, will take

the price of it from their bellies, to put it on their backs.

If this fcheme of the bank's withholding credit, proves, at pre-

fent, any check to thofe dealers in Englifh. goods, it will be but

for a very fliort time. They have been taken by furprize ; and,

perhaps, thrown into inconveniencies from an unexpected change

of bank management ; but as long as there is a demand for fucli

commodities, there will be a fupply ; and when people owe, they

miijl pay. No operation of a bank can prevent this,

I muft, therefore, according to principles, difapprove of this

public-fpirited attempt in the banks of Edinburgh ; becaufe, if it

fhould fucceed, it will have the effedt of ruining all the trade and

induftry of Scotland, in order to prevent the fale of Englifh goods :

and if it does not fucceed, which is more than probable, from the

affiduity of other banks in fupplying credit, it will have the efFed];

of ruining the banks of Edinburgh therafelves.

This ftep, of calling in the bank credits, and opening a fubfcription

for a loan, is reprefented by others in a light fomewhat different,

By thefe it is alledged, that in the beginning of the year 1762,

when the Edinburgh banks withdrew ^ of all their cafh accompts,.-

and opened a fubfcription for borrowing-in their own notes, at an

interefl of 4, and even 5 per cent, the demand for money, to fend

to England, was not occafioned by the great balance owing by Scor^

land, but to the high premium money then bore at London ; be-

caufe, fays the author of a letter to J . . , F Efq; publiilied

at that time,

" This demand arifes from a profit on carrying money to Lon-

" don, as a commodity, and not as a balance of trade."

It
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It is not eafy to comprehend how there could be much profit

in carrying money to London at 3 per cent, lofs by exchange, from

Scotland, where it bore s P^^ c^nt. interefl.

It is true, that at certain times, there were confiderable profits

made upon Hock-jobbing j by which fome won, and others were

ruined. I agree, that the country was greatly hurt by the folly

of thofe who played away their own property, and by the roguery

of others, who borrowed that of their neighbours, with an inten-

tion of gaming at their rifl^. But is this a vice which any bank can

correal, while it has a note in circulation ?

If, therefore, it was a fentiment of patriotifm which moved the

banks to fuch a plan of condu61:, I fay they thereby did more hurt

to induftry, by contrading circulation, than good to Scotland, by
attempting a thing which was beyond their power to accomplifli.

If they were moved to it by a principle of felf prefervation, I fay

they loft their aim, by cutting off their own profits, which would
have done much more than indemnify them for the lofs of borrow-

ing at London, at the time when money there was hardefl to be

got : for whatever exorbitant expence of exchange gamefters may
incur, to procure ready money to play with, the rate of the

Hocks at that time never was fo low, as to afford a profit upon mo-
ney remitted at 3 per cent, lofs by exchange, while that money was
bearing 5 per cent, interell at home.

The lowefc rate of Hocks was in January 1762. Towards the end

of that month 3 per ce?its. fell to 63-L: this makes the value of mo-
ney to be about 4/. 12 s. per cent. In thefe funds, certainly, no

body could inveft, with profit, money fent from Scotland.

After the new fubfcription had been open for fome time, fcrip

indeed, or /\per cent, fell in this month fo lov/ as 741, that is, mo-

ney rofe to 5.4/)i?r cent, whereas had fcrip Hood at the proportion of

the 3 per cents, it fliould have been worth about 84: but at the be-

ginning of a war with Spain, when the niinds of men were de-

preffed, and filled with apprehenfions, and when a new loan was

perhaps expeclilied at a higher intereH than ever government: had

VOL. IL C c given,
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given, was it natural for people to be fond of invefling in a 4 per

cent, flock, which was to fall to 3 per cent, in a few years ?

Befides, let us examine the profit to be made by invefling even in

rhat fund. 100/. produced in Scotland 5/. interefl, that capital

remitted to London at 3 per cent, exchange, was reduced to 97 /. .• now
if 74.5/. produced 4/. the produce of 97/. would be about 5/. 4j-,.

Would any man for the fake of 4 per cent, advance of intereft on-

money remitted, ever think of fending large fums to London to be

invefled in a falling flock I

I allow that, upon opening fubfcriptions, great profit was fome^

times made by thofe who contraifled with government, and who
received the fubfcriptions at prime cofl. But this profit depended

entirely upon the fubfequent rife of the fubfcription, when the

original fubfcribers brought it firfl to market ; as alfo from the

fmall fums they had advanced : this operation was over before the

end of January 1762. The fmalnefs of the fum advanced, upon

which the profit was made, and the miniflerial intereft which was

necefTary to obtain a fliare in thofe fubfcriptions, rendred it ex-

tremely difficult for people in Scotland to fhare in the profit by re-

mitting large fums in the proper point of time.

Farther, might not the banks, in the fhort period during which

fuch large profits were made, had they had the exchange in their

hands, have raifed it fo high as to fruftrate the attempts of our Scots

gamefters ? If it be faid, that exchangers would have difappointed

them, by giving it lower ; I anfwer in the negative: becaufe to that

fet of men exchange will rife, of itfelf, in proportion to the value of

money in the place to ivhich people incline to retnit it. And could money at

any time bring in, at London, zo per cent, intereft, exchange upon

that place would rife univerfally in proportion.

The only motive, not already mentioned, for fending money to

London at this time, under fo great difadvantages, was the profpecT: of

a great rife upon the ftocks, in the event of a peace. Upon which I

obferve, that the value of that probability was included in the then

price of ftock ; and had the probability of a peace, in January 1762,

been

5
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been great, flocks would have rifen in proportion: he, therefore, who

veiled his money in ftock, by remitting from Scotland at that time,

upon an expecSlation peculiar to himfelf, I confider as a gamefter,

and as an ignorant gamefter too ; becaufe he was giving odds upon

an equal bett. This every man does, who, without any profpecfl

of a profit peculiar to himfelf, pays a high exchange to bring mo-

ney to a market, where he buys at tlie fame price with thofe who

pay no exchange at all.

From tliefe confiderations, I am led to differ from the ingenious

author of the letter to J. F. Efq; who fays, " That in the prefent

" cafe" (the circumftances operating in January 1762,) " the de-

" mand" (for money to remit to London) " is unlimited, and no

" provifion the banks can make can be of ufe ; on the contrary,

" could they find a treafure, fuppofe of a million, it would only

*' ferve to increafe it ; becaufe this demand arifes on a profit on car-

" rying money to London as a commodity, and not as the balance

" of trade."

CHAP. XIV.

Of optional Claufes contained in Bank Notes.

AS we are examining the principles upon which banks of cir-

culation upon mortgage, which ifTue notes payable in coin,

are eftabliflied in Scotland, it is proper to take notice of every cir-

cumftance which may arife from the extenfive combination of the

interefts of trade and circulation, efpecially when we find fuch cir-

cumftances influencing the political welfare of fociety.

An optional claufe in a bank note is added to prevent a fudden

run upon banks, at a time When more coin may be demanded of

them than they are in a capacity to pay.

C c 2 Banks
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Banks not regulated by ilatute, are private conventions, in

which the parties may include what conditions they think fit.

Banks, therefore, may infert in their notes, the conditions they

judge mofl for their own advantage. Thus, they may either pro-

mife peremptory payment in coin upon demand, or they may put

in an alternative, that in cafe they do not choofe to pay in coin, they

may pay in bills, or in transfer of their l!ock, or in other circulating

paper not their own ; or they may ftipulate a certain fpace of time

after the demand, with intereil during the delay. All thefe alter-

natives are inferted, in order to avoid the inconvenience of running

fhort of coin, and of being obliged to flop payment altogether.

We have faid above, that the profits of banks confift in their en-

joying the fame intereil for the- notes they lend, as if the loan had

been made in gold or filver. This is a very great object, no doubt

;

but the policy of nations has eftablifhed it, and therefore we Ihalt

fuppofe it to be ah uncontroverted principki

In which ever way, therefore, an optional claufe is inferted, it

j[hould be fuch as to cut off all profit from the bank, upon all paper

pi:efented for payment, from the time of prefentation y and every

artifice ufed to fufpend the liquidation of the paper, to the advan-

tage of the bank, and prejudice of the bearer, fhould be confidered

as unfair dealing in the bank, and prohibited by law.

When the. optTonal claufe has no tendency to procure advantage

to the bank, in prejudice of the holder of the paper (except fo far.-

as the holder is thereby deprived of the. ufe of coin, which on cer-

tain occafions cannot be fupplied by the paper) it becomes the duty

of a ftatefman to examine how far it is expedient to fufFer fuch.

itipulations to be inferted, in a money which is calculated to carry

on the mercantile intereil of the nation.

Banks, we have faid, are the fervants of the public, and they are

vyell paid for their fervices. Although the notes. ifiTued by them

9.renot commonly made a legal tender in payment ; yet the confe-

quence of a well eftabliihed bank, is to render them fo eflential to

I circulation.
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circulation, that what is not a legal obligation becomes one, infa5ly

from the force of cuftom.

Let us therefore examine the advantages which refult to banks

from this optional claufe, and the lofs which refults to a nation

from their ufe of it, and then compare the advantages with the in-

conveniencies, in order to determine whether or not it is expedient

to permit fuch ob{lru(5tions in the circulation of paper.

The advantages which banks reap is confined to that of gaining

time, at the expence of paying intereft. The intereft paid by them is

an aukward operation. They receive intereft for the note ; becaufe

they have in their poffeffion the original fecurity given for the notes

when they were firft iffued ; and they begin to refund this intereft

to the holder of the note from the time they make ufe of the optional

claufe. Could the banks, therefore, borrow coin in a moment, and

pay no intereft for the coin which they pay to the holder of the

note, th-ey would certainly never make ufe of this optional claufe.

But this coin is not to be found in a moment ; and the banks, to

fave themfelves the trouble, and the expence of augmenting the

fund of coin, or of procuring a fund out of another country, upon
which they might draw for the payment of that national balance,

whicli, by becoming banks, they tacitly engage to pay for the na-

tiony render the credit of individuals precarious with ftrangers, and
raife a general diftruft of the whole fociety which they ought to ferve".

Here then is a very great lofs refuking to a nation from the efta-

blifliment of banks. Were no bank eftablifhed, no merchant would
contracft a debt to ftrangers, without forefeeing the ready means of

difcharging it with the coin circulating in the country. In propor-

tion as this coin came to diminifh, fo would foreign contracTiions

of debt diminilli alfo. Thus credit, at leaft, might be kept up,

although trade might be circumfcribed, and manufactures be dif-

couraged. Now when, in order to advance trade and encourage

rnanufadures, a ftatefman lends his hand' towards the melting

down of folid property, and countenances banks fo far as to L'ave

tliat operation to them, v/iih the emolument of receiving intereft

for
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for all their paper; and when, in order to facilitate the circulation

of this paper, the very inhabitants concur in throwing all their

fpecie into a bank, is it reafonable to indulge banks fo far as to

allow them to add an optional claufe, which difappoints the whole

fchenie, which Hops trade, ruins manufactures, raifes the intereH

, of money, and renders the operation of melting down property

quite inefFedual forthe purpofes which it was intended to anfwer.^

Farther,

The lofs a bank may be at, in providing coin, is fufceptible of

citimation, let it be brought from ever fo diilant a country ; becaufe

we know that the quantity to be provided, never can exceed the

value of the grand balance. But who can eftimate the lofs a nation

-fullains, when an interruption is put to carrying on trade and ma-

,nufallures ? When the induflrious claffes of inhabitants are forced

to be idle for a fliort- time, the confequences are hardly to be re-

.paired: they llarve, they defert; the fpirit of induftry is extin-

guifhed J in fliort, all goes to ruin.

'Belides, when banks do not lay down a well digelled plan for

paying regularly, and without complaining, this grand balance due

to ilrangers, they are forced to have recourfe to expedients for pre-

ferving their credit, more burdenfome, perhaps, than what is re-

quired of them ; and not near fo efFedual for removing the incon-

veniences complained of.

The expedients they fall upon to obtain credit, coin, and bills,

are fo various, and fo complicated, that they alone are able to ex-

plain them.

Sometimes we fee them entring into contrads with private mer-

chants and exchangers, (living among them/elves !) who engage for

a certain premium to furnifti coin as it is demanded. The confe-

quence of this, is, to expofe the bank to a new demand for coin,

from the very contradlors, in order to fulfil their engagements ; an

abufe we have taken notice of above in fpeaking of the bank circii^

lation of England.

Let
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Let us fuppofe that thefe undertakers for coin do really fet out

By doing in part what banks fliould effe6liially do themfelves, that is,

by bringing from another nation, the coin which they are to fupply.

What is the confequence? The banks pay the undertaker for this

coin in their own notes. Did they only engage to pay a ceitain

intereft for the coin fo provided, then the end would be accom-

plifhed, with the additional expence to them of paying the under-

taker for his expence, trouble, and profit. But if they, inftead of

paying intereft for the coin fo furniflied, fhall ilTue their notes for

the full value of it, fuch notes can never enter into domeftic circu-

lation, fo as to be fufpended in it as it were ; becaufe it is not do-

meftic circulation which has demanded them : they muft then

return upon the bank, either from the very hand who received

them, or at leaft, after a fhort circulation ; and thus draw out again

the whole coin furniflied by the undertaker. This produces a pro-

digious circulation of coin, and induces people to imagine that

either the grand balance is inexhauftible, or that the premium upon
money at London is very high, or that people can contrive a ficTii-

tious balance, as a means of profiting upon coin, after the balance

has been adually paid *.

This method of providing coin is abfolutely delufive, and opens

a door to infinite abufe. Thofe v^^ho furnifli the coin to the bank,

are either in the combination againft the bank, and draw it out as

faft as they throw it in ; or they are not in the combination : if they

are in the combination, they profit by it ; if they are not, they are

hurt by their contrail, and other exchangers draw the advantage
j

but the bank is equally a lofer in both cafes.

Let me fuppofe that they are not in the combination, and that

they honeftly procure the coin at their own expence. If they are

.paid in notes for the coin they furnifli, we muft fuppofe that the

* The dir(.6lors of the bank of Ejigland have had recourfe to a like expedient with-

as little fuccefa. They ufed, during the war, to buy up, with their paper, the coin-

brought in by privateers ; and after they had been at this trouble, the notes they had

given for it returned upon them, and drew it O'-it again.

coin
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.coin they have procured, is not in confequence of a loan, but of a

credit given them in the place from which the coin is fent : for I

never can fuppofe that any merchant will borrow coin upon a loan,

and lie out of fo large a capital while he has bank notes in his

hand to pay up what he has received. If he has procured this coin

upon credit, will not this, when it comes to be replaced, augment

the grand balance againft the nation in favour of the country or

city which granted that credit I And muft not that balance be paid

by exchangers out of the coin received by the bank ? If, therefore,

we fuppofe that the undertaker does not draw out the very coin he

had jufl delivered into the bank, will not exchangers do it for him ;

will not they be ready with notes, as foon as the coin is lodged in

the bank, to draw it out, and fend it off, in order to furnifli the un-

dertaker with bills to fill up his credit, for the coin he had received

from people refiding in the place to which the exchangers have

fent coin, to be ready to anfwer their draughts ? Does this differ in

the leaft from what is called drawing and redrawing, which is fuf-

ficient to ruin any man, and muft not a like pradlice ruin a bank,

by raifmg exchange to a monftrous height ?

This being the cafe, the fhorteft and the beft method of prevent-

ing fuch abufes, is to oblige banks to pay upon demand, in coin or

bills, at the option of the holder of the note. This will force them

into the method of providing them ; to wit, fairly borrowing money

from nations to whom we owe, and paying a regular intereft for it,

without an obligation to refund the capital, until the grand balance

fliall take a favourable turn ; in which cafe, the banks will regorge

with coin drav/n from ftrangers, and thefe ftrangers will then find

as great an intereft in being repaid, as the bank found in borrow-

ing from them, while the balance was in their favour.

We have faid, that a ftatefman fliould oblige all public banks to

pay regularly upon demand, in coin or bills, at the option of the

holder of the note. But then he muft facilitate to them the means

which he has in his power, of providing themfelves with the coin,

or bills demanded.

For
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For that purpofe, he muft, firft, provide them with a mint, for

how, without a mint, can a bank convert into coin the metals it

may provide from other countries ? Next, he muft put that mint

under fuch regulations as to cut off all profit from money-jobbers,

who will be ready to draw coin out of the bank the moment they

find the leaft advantage in tampering with it. In order to prevent

this abufe, a reafonable rate of coinage fliould be impofed, accord-

ing to the principles laid down in the third book ; and when banks

have occafion to pay a balance out of the nation's coin, a drawback

for part of the coinage fhould be given them. This drawback will

fupport the value of the coin, and the lofs of the remainder will

engage them to export bullion preferably to coin, when it is to be

found: and if no drawback were given, the coinage would be

totally loft to the bank.

When . this dedudion is given, the coin muft be melted down,

and ftamped in bars at the mint ; both in order to prevent frauds

in the drawbacks, and to difappoint ilrangers who receive it at the

price of bullion, from gaining the price of coinage when they return

it back. And in the laft place, all light coin fhould be baniflied out

of circulation, and made to pafs by weight for bullion, at the cur-

rent price of the market. All banks fhould both receive and deliver

coin by weight, when the fums are fo confiderable as to require

full bags of coin to pay them. It is not here neceflary to repeat

what has been faid upon this fubjeft at fo much length in another

place.

The method of facilitating to banks the means of providing bills

for the paym-ent of foreign balances, is, fecondly, to affift them in pro-

curing loans beyond the diftri(5l of their ov*rn circulation. If govern-

ment fhall be fatisfied that the intention of demanding fuch loans,

is to enable the bank to interpofe their credit in favour of the trade

and induftry of thofe who circulate their paper, and who h^ve no

way of paying fuch balances, but with their folid property ; in that

cafe, government will, undoubtedly, affift the bank in obtaining

VOL. II. D d loans
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loans for fo national a piirpofe, by declaring the fecurity upon
which they defire the loan to be good, and by becoming anfwerable

to the public for the folidity of it..

CHAP. XV,

Offubaltern Banh of Circulation^ and of their Competition witBt

one a720iher,

WE have hitherto treated of the principles vv€iich influence

national banks of circulation, we now come to examine

ibme peculiarities attending banks of a fubaltern nature, which

for the moll part trull to the national bank for all fupplies of coin 5,

and when this refource fails them, they are thereby involved

in difficuliies which are not eafdy got the better of. Belides this,

inconvenience, to which all fubaltern banks are fubje6l, they are

frequently expoled to competition w^ith one another.

A national bank enjoys fuch great advantages from the ftability-

of its credit, and the regularity of its operations, that it is not eafy

for any other private company to.ellablilh themfelves upon the fame

folid fyllem.

When any banking company is ellabliflied, which draws its fup-

port from a national bank, th€ facility of carrying on the bufinefs,

by fo great an alTiHance, naturally engages other companies to imi-

tate their example. From thence arifes a competition. All fuch^

banks begin to confider the circulation of their own dillri(5l as their

undoubted property, and they look with an eye of jealoufy upon:

every note which does not carry their own mark.

The great point of their ambition is to gain credit with the na-

tional bank ; and could they obtain of that company to receive theic

notes.
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notes, or to give them credit for their draughts, in cafes of neceffity,

they would be at their eafe ; becaufe the national bank would then

be at the whole expence of providing coin and bills, and they would
have nothing to think of, but to extend the fphere of their own
circulation.

With refped to all thefe fubaltern focieties, the national bank
will no doubt fleer an equal courfe. I fuppofe every one to be

fettled upon good fecurity ; without which they do not deferve the

name of banks.

In proportion to their flocks, and according to the Hate of the

national balance, they may, as well as any private perfon, on many
occalions, draw confiderable fupplies of coin from the national

bank, without lying under any obligation to it ; becaufe when ex-

change is low, they can realize any part of their ftock into coin,

out of the national bank, at very little lofs, excepting the intereil

of it : for intereft muft always be reckoned upon every guinea which
lies in their cheft.

Did thefe banks confider one another in a proper light, they mud
fee in an inftant that the folidity of every one is equally good ; be-

caufe I now fuppofe them all Handing upon the principles of pri-

vate, not mercantile credit, as above explained.

What benefit then can they pofiibly reap from their mutual jea-

loufies, from gathering up each other's notes, and coming with a run

upon one another from time to time? The confequences of this

will be, to oblige themfelves and others to preferve for domejlic cir-

culation a larger quantity of coin than is neceflary, and thereby to

diminilh their own profit: to take up their attention in providing

againft their own reciprocal attacks, and thereby negle6l the pro-

viding a fupply for that demand which is indifpenfable ; to v/it,

the payment of the grand balance due to other nations ; at whicli

time the refource of the national bank will certainly fail them.

The managers of every one of them will pretend tliat it is they wlio

are faddled with this burden ; but the nature of the thing fpeako

for itfclf.

D d 2 Wherever
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Wherever this grand balance is tranfafted, the exchangers relid-

ing in the place will have recourfe to the bank there eftablifhed

;

and if there be more than one, that which pays with the greateft

readinefs will have the befl credit, the moll notes in circulation,

and the largeft profits upon the whole. If any one is found flow,

or difficult in paying its paper, exchangers will be the more punc-

tual in making their demand for payment, and they will even be

averfe to receiving fuch notes from their correfpondents.

Every man who has occafion for credit from a bank, will apply

to that whofe notes are the moft efteemed. In fliort, there will be

profit, in the main, to the bank which pays the bell, although I

.allow that at particular times there may be fome additional incon-

veniences, unlefs a regular plan be laid down on the principles

above deduced.

This however is a vague reafoning ; becaufe the matter of fadl

is not known. All that can be faid with certainty, is, that while

no public regulation is made with regard to banking, every one

will carry on the trade according to his views of profit ; and private

animofities between different companies, will only tend to diflrefs

tlie nation and themfelves, as experience has, I believe, difco-

vered.

If, as matters ftand, a very great inconvenience refuits to Scot-

land from the want of a communication of paper credit with Eng-

land, and if thereby an exchange of 4 and even 5 per cent, has been

paid for bills upon London, becaufe all the coin of the country is

locked up in banks ; I aflc what would be the confequence, if banks

had their will in banifhing from the circulation of their own dif-

tridl, every other notes but their own \ In that cafe, we might, in a

fhort time, find an exchange of 4 and 5 per cent, between Fife and

Lothian, between Glafgow and Ayr, and fo of the reft. What would

then becomeof manufa6lurers, whocouldnotdifpofeof theirwork at

the difcance of a few miles, without having recourfe to exchangers

for their payment ? If fuch an abufe were once allowed to creep

4 in,
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in, there would be no other remedy but to deftroy banks altogether,

and throw the little coin there is into circulation.

On the other hand, when banks are in a good underftanding,

when they are eftabliflied on folid principles, when their paper is

iffued on proper fecurity, the public is fafe ; and in every little dif-

tri(5L, under the wings of their own bank, there will arife a fet of

exchangers, who will give credit to merchants and manufa6lurers>

and who will have recourfe to their own bank for the coin or bills

necefTary for their occafions. This will naturally divide the pay-

ment of the grand balance among them, in a due proportion to

their circulation.

I fhall now confider the principles which may dire6t a ftatefman

to fettle banking upon mortgage on a proper footing, to ferve every

national purpofe.

CHAP. XVL

Of fome Regulations proper to be made with regard to natiofml

Banks.

FROM what has been faid, we may conclude, that were a

national bank upon mortgage, eftablifhed on a plan calculated

to anfwer the purpofes of the molt extenfive domeftic circulation,

it might be regulated in the following manner.

itiio, Let a large flock of property, of one fpecies or other, be pro-

vided, in order to gain the confidence of the public, and let it be

pledged for the payment of all the notes.

ido. Let all folid property intended to be melted down into paper

money, be firft conftituted in fuch a manner as to be eafily fold,

and in the mean time fecured to the company, for their advance,

preferably



^o6 AN INCyUIUY INTO THE PRINCIPLES BooiclV. P.i.

preferably to every other perfon, and let it be of a revenue fully

fufRcient to acquit the intereft for ever.

Q,tio, The capitals due to the bank mull not be demandable by the

TDank, as long as the interefl: is regularly paid.

/\to, Every one who conllitutes his property according to the regu-

lations, muft be entitled to a proportional credit from them.

^to, All bank fecurities mufl: be pledged in the hands of govern-

ment for the interefi: of whatever money the bank may borrow with

*heir confent, beyond the diftrid: of their own circulation.

6to, Government m:uft fupport the bank in proportion to the extent

of their funds.

po, Let bank notes be payable to bearer, either in coin, or in

inland bills to the value, or in a transfer of a correfponding intereft

;at — per cent, all in the option of the holders.

Were fuch regulations eftablifhed, the borrowing from banks

would become very eafy ; any man who is mailer of his property,

though incumbred with debts, might put it into bank regulation,

might raife upon it what fum he thought fit, with which all his

•debts might be paid ofFj he might even give credit upon it to thofe

wdio otherwife are not in a fituation to obtain it : for which credit

given, a profit in the rate of interefl might be allowed to him. Were

a plan concerted confiftently with the principles which have fug-

gelled this general fketch, all borrowing and lending of money

would foon center in the bank. Securities would be eafy, and ex-

pence greatly avoided.

A national bank, when rightly conilituted, may however be fafely

indulged in more extenfive methods of circulating their paper than

upon land fecurity. The bank of England is allowed by charter to

iffue notes for difcounting bills of exchange, it may trade in gold

and filver, may advance money to government upon the fecurity

of taxes impofed and levied within the year. But it is in general

debarred commerce, and every precarious obje6l of traffic. The

reafon is plain. The paper it ifTues becomes the property of the

nation, and may form in a fliort time the greateft part of the cur-

rency
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rency of it. In fuch a cafe, were the bank expofed to lofTes by trade,

or infoivency of debtors for great fums, the whole credit of the na-

tion might be ruined, and all the loAver clafTcs of the manufacftur-

ing inhabitants undone, before fuch a blow could be repaired.

Under proper regulations, bank paper might be made a legal ten-

der in every payment: in which cafe it is hardly poffible that any

confiderable demand for coin fhould ever be made upon them, ex-

cept for the payment of the grand balance.

This national bank may have different offices, in different cities

Avithin the kingdom, and thefe will make fubaltern banks both.

tifelefs and unprofitable. It might: even be ftipulated, that a certain

proportion of bank flock, in tine name or for the behoof of any

city, fhould entitle that city to a proportional part of the adrainiflra-

tion within their own diflricft. As thefe are only fpeculations, not

plans, I need not fet about removing objecftions, which are con-

ftantly many and well grounded, whenever any new eflablifhment

or innovation is propofed. All I aim at is to fet this principle in %

dear light, to wit, that it is the interefl of every trading flate to

have a fufficient quantity of paper, well fecured, to circulate through,

it, fo as to facilitate payments every where, and to cut off inland

exchanges, which are a great clog upon trade,, and are attended

with the rifk of receiving the paper of people whofe credit is but

doubtful.

For this purpofe, I have propofed that inland bills fhould be de-

mandable from the bank at par, as well as fpecie.

It would be an admirable improvement upon this fcherac, to

make a like regulation as to foreign bills. However, this fpecu-

lation is referved for another opportunity. All I fliall fay, at prefent,

upon that head, is, that as we have ic^n how the whole national,

balance mufl be paid by banks (v/ho circulate paper payable in coin

on demand, and who confequently mud, on fome occailons, draw

the metals from abroad for that purpofe, in order to fill up the void

made by exchangers, who fend them out) and it would, I think, be

fhortning, in fome meafure, that operation, and be a means, at the.

I Hime-
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fame time, of indemnifying the bank in this refpe(5l:, to regulate

matters fo, that all foreign exchanges might be tranfadled there at

fixed rates, according to the place where the exchange is to be made,

without ereding any monopoly for that purpofe in favour of the

bank, or depriving any one of the liberty to deal in exchange, who
pan afford it at more reafonable terms than the bank 1 but of thi§

jTXore when we come to the dodrine of exchange,

CHAP. XVII.

When and in what cafe Banks Jhould be obliged to keep open Books.

IF no national bank be eftabliflied under proper regulations, and

entire liberty allowed to every one to take up the trade who can

iffue his notes, I think it would be againft all principles of good policy

not to oblige fuch banks to keepopen books, to be infpeded regularly

by fome authority or other ; in order to fee upon what fecurity that

paper Hands, which is the inftrument of commerce, apart of every

man's private property, and which, if any part of it fhould once fail,

either through the knavery, mifcondudr, or misfortune, of a par-

ticular company, would call a general difcredit upon all paper, and

be a means of bringing on thofe calamities which we have fo often

mentioned.

I know the ordinary objection againil this, is, the inconvenience

of throwing open the fecixts and myiierics of trade. As to the myf-

teries of trade, this point fhall be examined in another place.

But here, I fay, there is no queftion of trade in which any rifk is

implied: and if any one can fuppofe, that, at any time, the affairs

of a bank are in io tickliih a fituation as not to bear infpedion, that

very fuppofition iliews how neceffary it is not to permit fuch a bank

to- continue this circulation. The only iufpedioUj in which the

public
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public is interefled, is to know the quantity of notes ilTued, and the

extent and nature of the fecurities pledged for them. Thcv have

no bulinefs to examine the Hate of their cafh, or of particular

people's credit. They may be without a fliilling in their coffers,

and flill their paper be as good as if they had a million. Such an

infpedion, as I propofe, would rather confirm than fliake their

credit, but it would be a means of preventing them from launching

'out into fpeculations in matters of commerce, which is not their

diflrift ; and from gaming with national property.

If it be faid, that this infpedion would lay open the affairs of

many private men, debtors to the bank, I anfwer in the negative ; be-

caufe no man's credit is hurt by his having a cafli account, and no

infpedion is requifite, as to the flate of that accompt with the bank.

The credit may be either quite full, or quite exhaufled ; this par-

ticular interefls no body but the parties themfelves ; but it is eiTen-

tial to know upon what fecurity the credit has been given ; becaufe

every man who has a note of fuch a bank in his pofleflion, has a

very good title to be informed concerning the fecurity on which it

Hands.

It is not fufEcient to fay, that the holder of the note, if he doubts

of the fecurity, may demand payment. It is not here the interefl

of any individual, but that of the public which is attended to : and

if, according to the principles of common reafon, it be jufb, that a

creditor fliould have it in his power to watch over the abilities of his

debtor, fo as to fecure his payment ; certainly it is equally juft, that

the public (which I confider here as the creditor) fliould be made
certain, that what is circulating with as great facility as the King's

coin, contains a real value in it. Would it be a good anfwer

from any man who held a piece of falfe money in his Iiand, for

the ufc of circulation, to fkreen himfelf, by alleging that if it be

falfe, no body need to take it. It is the right of every man to deteft

falfc coin ; but it is the right of government only to detect falfe paper .

becaufe law only can authorife fuch an inquifltion. Does not the

cliarter of the bank of England eftabliffi tliis right in government ?

VOL. U. E e If
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If the bank be confined to certain particular branches of folid trade,

where little rifkis incurred, might not government examine, when
neceiTary, whether thefe regulations have been obferved ; and how
can this be done without fuch an infpetRiion as is here recom-

mended ?

CHAP. XVIII.

Is it the Interefi of Banks to grant Credits and CaJJo Accompts to

Exchangers and others j who make a Trade of fe7idi7^g Coin out of

the Country?

THE anfvver to this quellion is very fliort.

From the principles we have deduced, it is plain, fhat it is

both the office and intereil of banks to give credit to all who can

give good fecurity for it.

.
The caufe of doubt upon this queftion, arifes only from certain

inconveniences which have been of late experienced in Scotland

;

but which never would have been felt, had banks attended to their

true intereft, in providing funds to anfwer the demands of thofe

who are either obliged, or who find an intereft in paying off what

the nation owes upon the grand balance to foreigners.

To fet this matter in a clear light, let me fuppofe that, fome time

ago, the banks had at once withdrawn all the credits granted to

exchangers ; and opened,a fubfcription for a loan of money, equal

to what they might eilimate the fum borrowed by that fet of men
within the country, for the fake of carrying on their bufinejTs.

According to principles, thefe two operations fliould go hand in

hand : the recalling the credits would, no doubt, have greatly dif-

freffed exchangers; but as long as they could find money to

4 borrow
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borrow from private hands, that inconvenience would have been

leiTened. Befides, I apprehend that the late cuftoni among ex-

changers, of borrov/ing at 4 per cent, owes its exiftence to the dif-

ficulty they felt in obtaining estenfive credits from the bank ; and

if this be the cafe, then there has been a hcnm cejfans to the

bank of s P^^' ^^«^- "Lipon the amount of all thefe borrowings ; be-

caufe exchangers, I apprehend, would prefer a credit from the bank

at s p£^' cent, to a loan at ^per cent, payable on demand, according

to the occafions of thofe who keep their money with them.

The moll effectual method, therefore, to hurt exchangers, would

have been to have recalled all their credits, and offered to borrow,

lapon the fame terms, what was lent to them.

The execution of fuch a plan would, I think, have been, i . diametri-

cally oppofite to the interell of the banks ; 2. would have occafioned

fuch a run upon exchangers, as to throw them into great diflrefs ;

and 3. would have ended in the total ruin of the trade of Scotland.

That fuch a plan is diametrically oppofite to all principles of

banking, I fuppofe, is by this time fufficiently underftood.

That it would have occafioned a run upon exchangers, is pretty

certain : becaufe however good their credit might be, it muft be

acknowledged to be inferior to that of the banks ; and therefore no

body would prefer them for debtors, to the bank, upon the fame

terms.

The third confequence is as evident, upon a fliort reiledlion, as

the other two. The run upon the exchangers w^ould have obliged

them to make a call upon all the merchants and dealers in Scot-

land, to whom they gave credit : for which purpofe, and for which

alone, they find an interell in borrowing at fo high an interell as

4 per cent.

The call, then, made by the exchangers upon their debtors, is

neither more or lefs than a call upon the money employed in the

trade of Scotland.

Now we have faid, that whoever owes mujl pay. The merchants

of Scotland owe to exchangers ; the latter are preffed by their cre-

E e 2 ditors,



212 AN INQUIRY INTO THE PRINCIPLES Book IV. P. 2.

ditors, and muft fay with what they have, Avhich confifts in money-

only : when that is exhaufced, they mufl fliut up fliop. They again

call upon the merchants, who nmjl pay with what they have.

This confifxs in goods, and in the manufactures of Scotland; and

ihefe they mufi fell at any price. There may not be time fufficient

to export with advantage. To whom then muft they fell? To

people within the country, who have no money to buy with ; be-

caufe credit is withheld by that body which only can give it. I

conclude with the old faying of the law,

Unuyn quodque eodem modo folvitur quo coUigatum eji.

The beft method to eftablifli credit in an induftrious nation, is a

bank properly regulated : and the beft methods to ruin it effedlually,

when eftablilhed, are the inconfiftent operations of fuch a bank.

CHAP. XIX.

Application of the Pi'inciphs above deduced^ towardsforming the

Policy of Circulation,

FROM the principles above deduced, there arife three principal

objefts of attention.

The firft, the circulation of paper for domeftic ufes.

The fecond, the method of providing coin for that purpofe.

The third, the method of paying foreign balances.

Thefe three objefls are abfolutely different in their nature, and

they ar^ influenced by different principles. The confequence of

blending them toge'^ther, is to render the fubjecT:, wliich is abun-

dantly intricate in its own nature, ftill more dark and perplexed.

What is to follow has no relation to any plan propofed for execution j

it is only intended as a farther illuftration of the general principles

which influence this branch of my fubjec^.

vmo. As to the circulation of paper for domeftic ufe.

I It
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It has been faid, that the great utility of banks of circulation

upon mortgage, was to facilitate the melting down of folid pro-

perty ; in order to enable every one who has property, to circulate

the capital of it for the advancement of induftry.

For this purpofe he comes to a bank, pledges the capital he wants

to melt down, and receives for his obligation, bearing intereft, paper

money which bears none.

This paper money, I fuppofe to be as folidly fecured as the prin-

ciples of private credit can make it. I fuppofe the bank to be efta-

blifhed by authority, according to the regulations already men-

tioned, and the notes made a legal tender in every payment of

domejlic debts ; by which I underftand debts payable within the country.

From thefe data, I fay, that the regular method by which the bank

fhould acquit the obligation in the notes, is by reftoring the fecu-

rity granted at iffuing the notes, if they be returned by the debtor

in it ; or by a transfer of a fum of intereft equivalent to the notes,

if they are prefented by any other. All farther obligations laid

upon banks to pay in coin, or inland bills, is only an equivalent

expeded from them in lieu of their great profits *.

When paper iffued for domeilic circulation returns to a bank,

were it not for the profits on their trade, I fee no reafon why a

* It mufl here be obferved, that in every country where there is a national coin efta-

blifhed, it is abfolutely necefiary to connefl: with it the denominations of the paper;

in order to affix a determinate value to thefe denominations. This may eafily be done

without implying, as at prefcntj an obligation on the bank to realize into coin every

bit of paper in circulation.

The irJerejl, therefore, of the credits given by the bank, may be demandable from

the debtors in coin ; and the transfers of interefl: made by the bank, to thofe who bring

in notes for payment, may aifo be demandable in coin from the bank.

Tliefe payments will bear a fmall proportion to the paper in circulation, as Intereft

muft be very low ; and coming at fixed terms of payment, provifion will eafily be made

for them.

This regulation will fupport the coin of the country, and as the intereft of all the

p.iper becomes demandable in coin, the intrinfic value of the inter^Jl will effedlually fup-

port the value of ihe capital.

bank
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bank fli'ould pay in any other fpecies of property than what it

received ; and if, by the intereft they receive for their notes, they

are abundantly indemnified for all the difference between paying

in coin a,nd in transfer, I think the public v/ould be a gainer to dif-

penfe with that obligation in lieu of a,n abatement of interefh; which

would be an advantage to commerce, not to be counterbalanced by

the other.

Farther, the bufmefs of providing coin is totally different from

that of fupporting domeflic circulation -. it is founded on different

principles : it requires men of a particular genius to conduct it : the

difficulties to be met with are not conftant; and therefore cannot

form a regular branch of bank adminiftration.

2do, The method of providing coin for domeflic circulation is the

bufinefs of mints, not of banks.

I have, in the third book, treated very fully of the do6trine

of coin, and of mints. I have fhewn the difference between mo-

ney, which is the fcale for reckoning iKnhe, and coin, which is certain

denominations of money ^ realized in a proportional tveight of the precious

metals. I have fliewn how neceilary a thing it was to impofe the

price of coinage upon the metals manufaftured into coin: and

I have faid, that it was inconfiflent with all pr:nciples, to allege

that the metals, when coined, iliould thereby acquire no additional

value.

The expence, therefore, of providing the metals iliOuld be thrown

upon thofe who v/ant coin ; and the mint Ihould be obliged to con-

vert gold and filver into coin, upon the demander's paying the

coinage.

This coin loaded with the price .
of coinage, never will be fent

abroad to pay a foreign balance ; never will be locked up in banks,

which will have little occafion for it. It will, therefore, remain in

circulation, and ferve thofe purpofes for which the inhabitants

think fit to employ it.

This coin, I fay, never will be exported, as long as any uncoined

metals can be found in the country : and if upon a national diftrefs,

it
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it is thought fit to facilitate the exportation of it, the ftate may (as

we obferved above) appoint the mint to receive it back, in order to

melt it down into ingots, ftamped with the mark of ilerling, repay-

ing to the bearer per cent, of the coinage.

Q,tio, The trade of paying off foreign balances will then become

a particular branch of bufinefs : of which we fliall treat more at

large, when we come to examine the principles of exchange.

All that is neceflary to be faid in this place, is to recal the prin-

ciple we have mentioned above, viz. that when a nation cannot

pay in her metals, manufadures, and natural produce, what ihe

owes to ftrangers, fhe muft pay in her folid property ; that is, flie

mull mortgage the revenue of fuch property, for a capital borronved

out of the country, which capital fhe muft employ for the payment of

her foreign debts.

This operation then fliould be performed by a regular and fyft^-

matic plan.

C H A P. XX.

Ohje&ions to this DoSirine,

THAT bank notes can never be received as fpecie, but from

a perfuafion that they may be exchanged for it on demand.

To this I anfwer, that it is fufficient they be received as value
;

and that they anfwer every purpofe in carrying on alienation. The
ufe of iJioney is to keep the reckoning between parties, who are foU

'uendo ; the ufe of fpecie or coin is to avoid the inconvenience of

giving credit to perfons who perhaps may not be fo.

When merchants inake delivery in accomipr, they then give cre-

dit to their cuftomers : when they fell for bank bills, they give

credit to the _bank : when they are paid in coin, they give credit to

no
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no body ; becaufe they receive the real value in the coin. Where

then is the difference between receiving the real value, and receiv-

ing an obligation for it, concerning the validity of which every one

in the country is perfedly fatisfied ?

Is there a merchant, in any country in the world, who will fell

one farthingo upon an hundred pounds cheaper to a perfon who
pays in coin, than to another who pays in good paper; unlefs the

extrinfic circumftances of the country fhould, at that time, give an

advanced price to the metal of which the coin is made.

Money, we have faid, ought to be invariable in its value : coin

never can be fo, becaufe it is both money and merchandize : money,

with refpeifl to the denomination it carries by law ; merchandize,

with refpedt to the metal it is made of.

But it is urged, that if I have coin I may pay any where within

tlie commercial world, at the expence of tranfportation, and in-

furance. I grant this to be true.

But I anfwer, that the principal ufe of coin, is, not to fend

it out of the country ; but to keep accompts clear amon^ inhabi-

tants within the country. If there be a variation in the value of

coin, according to circumftances, that variation muft affect the in-

habitants in their tranfacT;ions. No one can gain upon this coin,

without fuppofing a relative lofs to fome other, whether they per-

ceive it or not. Muft not this difturb all reckoning ? Muft it not

difturb prices ? Since at different times, I may be paying the fame

.denominations of coin for the fame commodity ; and yet be paying,

really, more value at one time than at another. Is not then the

moft invariable money the beft calculated for the intereft of trade,

and profperity of manufactures ? Whence arife complaints againft

paper money, and regrets for want of coin ? They iffue from thofe

who both wifli to profit of the riling value of the mefal? contained in

the coin, and who endeavour to perfuade the public, that its inte-

reft, and not their own, is their objedl.

What a trifle is a foreign balance, let it be ever fo great, com-

pared with the whole alienations of a country ! Is it rcafonable to

difturb



Chap. XX. OF P OLITIC AL OECO N O M Y. 217

dillurb the haraiony of all domeflic dealings, in order to furnifh an

opportunity to a few clear-fighted people, who can, upon fome occa-

fions, profit of the fluctuating value of the fubftance of which the

coin is compofed, to the prejudice of the ignorant ? If the country

owes a balance to other nations, let it be paid: nothing fo juftj

nothing fo eflential to the intereflof the country which is the debtor.

If the precious metals are the moft proper vehicles, as I may fay, for

conveying this value, let them be procured and fent olf ; but never let

us fay, that htcaufe fo}?ie of our money mnj be made of that metal^

that all our money fhould be made of it ; in order that thofe who
tranfadt the balance may have an opportunity of fending our metals

away with greater eafe, and thereby of depriving us of the means of

carrying on alienations among ourfelves. Let every one that has

coin fend it away : nothing can be more juft ; nothing more con-

fiftent with principles : but let him fend it away as a manufaciure ;

carrying in its bofom the price of making it, which he has paid,

and for which his foreign creditors will make him no allowance.

Exchangers run to the coin of the nation, for paying, with the

leaft expence to themfelves, the balance they are about to tranfa(5l.

When that refource is cut off by the impofition of coinage, the na-

tion will preferve at leafl her darling fpecie ; and then exchangers

will be obliged, by the befl of all compuliions, their own interefl,

to think of otl^er expedients ; bullion, manufa(3:ures, and natural

produce. And when all thefe come to fail, a regular plan mufl be

laid down, and authorifed by government, for obtaining credit in

other countries, by mortgaging the revenue of the folid property

of the kingdom ; according to the principles we fhall difcover when
we come to treat of exchange.

VOL. II. T f
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CHAP. XXL

How by a return of a favozirable Balance the B^nk may he enabled

to pay off the Debts due to Foreigners^ and thus deliver the Natio7t

from that Burthen.-

E have faid, that the banks in centra6ling debts, and mort-

gaging the property of Scotland to flrangers, for the pay-

ment of a grand balance, really ailed as the guardians of the

public, by interpoling their credit, and by conilituting themfelves

as debtors for the whole ; taking for their relief, proportional fecu-

rities upon the efFe<fts of individuals.

We have alfo pointed out hovvr, by this operation, the mafs of

bank fecurities comes to be greatly augmented.

Before the payment of any balance foi' the behoof of Scotland,

the fecurities in the hands of the bank can only be equal to the

notes in domefcic circulation, and accumulated profits thereon. Let

this be called (A). In proportion as thefe notes come back upon

the bank, in a demand for bills to pay balances, in the fame pro

portion is there a fum of fecurities added to the former mafs

(granted upon new credits given for filling up the void thereby

occafioned to circulation) which quantity I fhall call (B).

(A) then reprefents the fecurities equivalent to the notes in cir-

culation.

(B) reprefents the fecurities equivalent to the debts contraAed by

the bank in favour of flrangers.

Now let us fuppofe trade to become favourable ; or that the inte-

reft of the money, which the natives had fent abroad, to inveft in

foreign countries, begins to flow back: what ^vill be the effedl of

this ?

I fay, that this balance will be paid to Scotland, either in coin, or

in the metals, or in produce, or in manufadures, or in bills.

In
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In every cafe, it muft be fuppofed to be beyond the Gonfumptiait

of Scotland,; otherwife it, will not be a balance, in tlijsir favoxiir.

Whatever part of it, therefore, proves to be beyond the confailiption

of Scotland, will be turned into money. This money mud either

confift in the metals, or in foreign bills. If it confift in the metals,

it will, if coined, fill up, pro tan-to, a part of circulation ; this will

make a proportional part of bank paper return upon the bank, and

extinguifli a proportional part of their fecurities ; which we 'have

called (A). But then there will be more coin in circulation than

formerly ; confequently, more coin will enter into payments made

to the bank than formerly. But we mufb fuppofe, that before this

favourable turn of commerce, there was coin enough both in the

bank and in the country for the ufes of domeftic circulation ; con-

fequently, the bank will fend off this fuperfluity of coin, and with

it they will refund a part of the debt they formerly contracted.

Through all this chain of reafoning, we mull always fuppofe

the money in circulation to be a determinatefum ; otherwife the fuper-

adding this foreign balance in coin will not occafion, as we have

faid, a return of a proportional part of the bank paper.

In the next place, let us fuppofe this favourable balance to confift

in foreign bills, upon London, Amflerdam, Sec, Thefe will be dif-

counted by the bank, and notes ilTued for them. The bills will be

fent oft by the bank, in order ftill to extinguiih a part of what is

owing to foreigners. Thefe notes, again, being fuperfluoiis to

circulation, which we fuppofe to be full, will return upon the bank

and ftill diminifli the mafs of (A).

Ey thefe operations we fee hov/ (A) will be conftantly diminiih-

ing ; but then in the fame proportion we fee how the mafs of

foreign debts will alfo be diminifiiing : confequently (B), v/hich

was engaged for them, will be returning to be the free property of

the bank ; and as we fuppofe no variation upoa the fum in circu-

lation, we may confider this as a fort of converfion of (B) into (A>,

and when all (B) lliall be thus converted into (A), then the debt

F f 2 formerly
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formerly contraded by the bank, in favour o£ Scotland, will be

totally paid off by the fame method (only inverting the operations)

by which it was contraded.

CHAP. XXII.

Of Baf^s of Circulation ejlablijhed on mercantile Credit',

I
HAVE examined, with all the care I am capable of, the nature o£

"

banks calculated for the melting down of folid property, and.

converting it into paper for the ufe of circulation*

-

The nature of fuch banks- is but little known in countries where

they have not been eUablifhed, and a dillinft account of them may

-

fuggeft hints, which in time may prove ufefuL

People who do not employ their thoughts on the theory of trader

and credit, are apt to overlook objeds of real utility ; and thofe who

do, have feldom the opportunity of being informed of the cuftoms

of different nations. Were my experience greater, or had I more

opportimities to dive into the recefles of this great objed, the worb

I now prefent to the public would better defei^ve its attention.^

I now proceed to a dedudion of the principles upon which ara

founded thofe banks which are principally calculated for the ufe of

commerce ; and as the ground-work of my inquiry, I fliall trace-

lornc of the principal operations of the. bank of England, .

The eftablifhment of tliis great company was formed about the'

year 16514. Government at that time having great occafion for

money, a^fet of men was found who lent to- it about 1,200,000/..

fterling, at 8 per cent, for the exclufive privilege of banking for 13

years ; with this addinonal claufe, that 4000 /. llerling, per aiimcm^

fliould be given them to defray tlie expence of the undertaking,

Thia
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This fum of 1,200,000/. fterling, was the original bank dock. It

has been fince increafed to 1 1 ,000,000 L by farther loans to govern-

ment, for the prolongation of their privileges j as has been taken

notice of in the 1 6th chapter of the fecond part.

This ftock, as in banks of circulation upon mortgage, is only to

be confidered as a fublidiary fecurity to the public for the notes they
iffiie: were it the principal and only fecurity for their paper, this

bank would then be founded on the principle of public, not of

mercantile credit ; under which lall denomination we are going to

point out in what the nature of it diiFers from thofe we have already

explained.

It is a rule with the bank of England to iiTue no notes upon mort-

gage, permanent loan, or perfonal fecurity. The principal branches

of their bufinefs may be comprehended under four articles, viz*

I. The circulation of the trade of London : 2.: The exchequer bufi-

nefs of Great Britain: 3. The paying the interell of all the funds

transferable at the bank : 4. Their trade in gold and iilver. I fliall

now fliortly explain the nature of thefe four great operations ; and

firft as to the circulatioH of the trade of London.

When we fpeak of the circulation of trade, we underftand the cir-

culation of money paid on the account of trade.

The great occupation of the London merchants engages them to

fmiphfy their bufmefs as much as pailible. For this, they commit
to brokers every operation which requires no peculiar talents or in-

genuity in the merchant himfelf ; and, for a like reafon, they com-
mit to the bank and private bankers the care of their calli.

A Scots merchant begins by drav/ing money from the bank, for

which he pays interefl r a London merchant begins by putting

money into the bank, for which he draws no interell at all

A London merchant, therefore, can give no order upon the bank^

unlefs at a time when he has money lodged in it.

If he. has occafion for money at any time, he fends to the bank
the bills he has, before they become due, and the bank difcounta

them at certain, rates j according to their nature,

if.-
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If' k- be a- foreign bill,- the bank in difcounting it, retains of the

:fum, at the rate of 4 per cent: per annum^ for the time the bill has to

t\m; but if the Bill be at a longer day than 60 days, they will not

difcount it. So in this cafe, the merehant muft keep his- bill trmi!

it is within 60 days of the term of payment.

The reafon for this is evident : the fecurity upon which fucH
.

bills fland, is purely mercantile. Tlie nearer, therefore, thef pay-

ment is, the lefs rilk the bank incurs from the failure of thofe who
are bound in it.

The inteiltion of this operation of difcounting bills, is plainly to

employ the cafli in the bank in a way to draw an intereft for it

;

but as merchants allow their money to lie dead for as fhort a time

as they pofubly can, the bank muft have quick returns for what

they advance upon difcount, in order to be conftantly ready to an-

fwer all demands. This is no lofs to the bank, and a prodigious

advantage to trade, as I fhall briefly explain.

The bank is conftantly receiving calli from every perfon who
keeps their cafh with it. This occalions a conftant flu(ftuation of

payments, v/hich of courfe muft leave at all times a confiderable

fum of other people's money in the bank ; becaufe it never is in

..advance to any one.

By long pradlice in the trade, this fum of money becomes deter-

minate : let us call it the average-mrjiiey in the hands of the bank,

it is then with this average-money alone, that the bank can dif-

count bills. Now if the trade of London does afford bills to be

difcounted at different dates within 60 days, fufficient to abforb the

whol-e average-money of the bank, appropriated for difcounting

;

this branch of bufinefs would not go forvv^ard with the celerity re-

quired for the trade of London, did the bank indulge merchants

fo far as to difcount at a longer day.

From this we learn another reafon why the bank of England difr

counts no bill which has more than 60 days to run. The firft,

mentioned already, is for the greater fecurity of payment ; and the

fecond, which we now difcover, is in order to be able to difcount

more
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more bills tha,n otherwife tliey could do, did they difcount at a

longer day.

As I am here upon the fubjed of difcounting bills of exchange

by the bank of England, an operation it has in common with all

the private bankers in the capital, I mufl anfwer a queftion I have

frequently heard propofed.

How it happens, that in a citj of fo great trade as London, it is

pollible diat people Ihould be foimd even among merchants, who
allow their money to remain in the hands of bankers without inte-

reft ; when in Scotland, a place of fo little trade, interefh may always

be got for money for the ihortefl time ?

The anfwer to this queilion is to be derived from the very prin-

ciples of trade itfelf.

The money which merchants have either in the hands- of the

bank, or of bankers, though very confiderable at all times, is in

perpetual fludluation: it cannot then be lent to any but a banker,

who would confent to pay interefl for the fums in hand. But no

fuch banker can be found, nor ever will be found, until all the

bankers in London confent to fuch a regulation. The reafon is

plain. One principal ufe the bankers make of the average-money

in their hands, is the difcounting of bills. Who then could pay

intereft for money, and difcount, in competition with others of the

fame trade, who have it for nothing ?

But fuppoie the bank, and all the bankers in town, fhould come

to the refolution of giving interefi: for the money in their hands,

what would be the confequence ?

I anfwer, that upon fuch an alteration, difcount would rife above:

the prefent rates, to the great prejudice of the trade of the nation ;.

and bankers would lend the money in their hands upon a more

precarious fecurity for the fake of a higher intereft.

All the landed men v/ho refide in London, and many other wealthy

people, not concerned in trade, conftantly keep their money either

in the bank, or in fome banker's hand, without intereft : this en-

ables bankers in general to difcount foreign bills at ^ per cent. as.

6 has
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has been faid, even when the rate of intereft is rather above that

flandard. This is, as it were, a contribution from the rich and idle,

in favour of the trade of the nation.

Let, therefore, gentlemen who havemuch idle money, think of

any other expedient than that of obtaining intereft for it, from

thofe who difcount bills in London. Not one of them can afford

to do it, and thrive by his bulinefs ; and the hurt which would

refult to trade in general, will conftantly be a fufficient bar againfl

a general refolution for that purpofe.

What has been faid, will, I hope, prove fatisfadory as to the refo

lution of the queftion above propofed, fo far as regards London. It

-remains to be anfwered, how thofe who fupply the place of bankers

in Scotland, and even the banks themfelves, can afford to pay inte-

reft for any fum put into their hands for a fliort time.

I anfwer, that as to the Scotch exchangers, as we have called

them, the profits on their trade admit of borrowing money'^at inte-

reft, which that of the bank of England and private bankers can-

not do. If thjefe laft can gain 4 or ^ per. cent, by.difcounting of bills,

it is all they can honeftly expecFc: every other employment of the

money in their hands is precarious, either as to the fecurity or

promptitude of calling it in, to anfwer the demands which are

made upon them.

As to the Scotch banks, we have feen how diredtly contrary to

all principles it is, to borrow money in Scotland. How it dimi-

nifhes the profits upon their own trade, and hurts the circulation of

the country; but although it diminiflies their profit, it carries

along with it no pofitive lofs to them, as would be the cafe with a

London banker, who would pay intereft for all the money in his

hands, when he never can draw any back, except for that part

which we have called the average.

Every London banker is obliged to have a certain fum of cafh

conftantly in his cheft, the intereft of v/hicli would be all loft, did

he pay for it : whereas the exchangers in Scotland never have a

fhiUing by them 5 and when any demand is made upon,them, they

draw
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draw the money from the banks, in confequence of thek credit by

cafh accompts.

Befides foreign bills, which the bank of England difcounts at

4 per cent, they alfo difcount inland bills, and notes of hand be-

tween merchants in London, at 5 per cent.

~ The inland bills to be difcounted at the bank muft all be payable

in London. The bank calls in no money from any dillant quarter

of the kingdom.

As the difcounting of notes of hand between London merchants

might operate the fame effeft, as if the bank fliould advance them

money upon perfonal fecurity, in cafe the notes were drawn for

obtaining credit, in place of paying money really due between

the merchants, in the courfe of bufinefs, the clerks of tlie bank

keep a watchful eye over this branch of management, and, by

examining the reciprocal draughts of merchants between them-

felves, they ealily acquire a knowledge of the flate of their affairs,

and are thereby enabled to judge how far it is expedient to launch

out in difcounting either the notes or bills wherein they are con-

^cerned.

I fhall not pretend to allign a reafon why, in the price of difcount,

the bank makes a difference of i per cent, between foreign and in-

land bills of exchange. It may either be an indulgence and encour-

agement to foreign trade ; or it may be upon the confideration of

the better fecurity of foreign bills, which commonly pafs through

feveral indorfations before they are offered to be difcounted at the

bank.

I come next to the circulation between the bank and the ex-

chequer.

The bank of England is to the exchequer, what a private perfon's

banker is to him. It receives the cafli of the exchequer, and an-

fwers its demands.

Cafli comes to the exchequer from the amount of taxes. The

two great branches of which are the excife and cufloms. To explain

VOL. II. G ff this
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this operation with the more diflindnefs, I fliall take the example

of the excife.

The excife is computed to bring in annually from London, and

the fifty twa collections over all England, nett into the exchequer,

above four and a half millions fterling.

The fifty two eolledors fend the amount of their colledions to

London eight times a year, almojl entirely in bills. As the faine may
be faid of the remittances of all the other taxes, we may from this

circumflance obferve by the way, that London alone muft- conllantly

owe to the country of England a fum equal to all the bills drawn

upon it; that is to fay, to all the taxes which the country pays:

a circumllance not to be overlooked, from which many things may
be learned, as will be taken notice of in the proper place.

The bills fent by the fifty two colle6tors, are drawn payable to

the commifiioners of excife ; they indorfe them to the receiver

general ; he carries them to the bank as they fall due, and gets a

receipt for the amount ; this receipt he carries to the exchequer,

who charge it in their account with the bank, and deliver tallies to

the receiver general for the amount of his payments ; thefe tallies

he delivers to the commifiioners of excife, who enter them in their

book of tallies. This operation is performed once every week, and

ferves as a difcharge from the commifiioners to the receiver general.

The bank, again, keeps an account with the exchequer, which

is fettled once every day, by two clerks, who go from the bank to

the exchequer for that purpofe. When coin is wanted by the ex-

chequer, for payments where bank notes will not anfwer, the coin

is furniflied by the bank ; when paper will ferve the purpofe, paper

is ifiTued,

Befides this operation in the receipt of taxes, the bank advances

to government, that is to the exchequer, th^ amount of the land or

other taxes impofed, vdiich are to be levied within the year. This

we fee is a loan upon go'vemmentfecurityfor aJJjort term, quite confiftent

with the principles upon which the bank is eftablillied. The large

3 faims
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fums the bank is conflantly receiving of public money, and the

great afliftance it obtains from thence in carrying on the other

branches of their trade, enable it at prefent to make advances of

money to government at 3 per cent. It obferves the fame rule with

refpedl to the great companies of the Eall Indies, and South Sea,

for the fame reafon : but no advances are made to private people y

and in difcounting of bills and notes of hand, the regulations above

mentioned are adhered to.

Thus the whole amount of taxes is poured into the bank, in the

manner we have been defcribing.

The bank alfo keeps the transfer books of all the funds nego-

tiated at the bank ; and out of the public money in its hand, it pays

the intereft of thofe debts, for which government allows to the

bank a fum proportionate to the expence of that branch of ma-

nagement.

When the bank, as a company, lends to government upon a per-

manent fund, the capital whereof is not demandable, this operation

is foreign to their bufinefs as a bank, and is conduifled by the com-

pany, as an article of management of their private property.

Let us now examine by what channels their notes enter into cir-

culation, and the fecurity upon which they ftand.

When iffued in the difcount of bills, they fland upon the prin-

ciples of mercantile credit, and depend upon the goodnefs of the

bills difcounted. When iffued upon the faith of taxes to be paid

v/ithin the year, they Hand upon the fecurity of that payment,

which is of a very complex nature, as any one may perceive. As

long as the inhabitants of England confume excifeable goods, the

excife will be paid : as long as trade goes on, cuHoms will be paid

:

and as long as government fubfifts, the collateral fecurity of the

ftate will ferve to make up all deficiencies in the amount of taxes.

No fecurity, therefore, can be better than the notes of the bank of

England, while government fubfifts. The lofTes that great company

meet with from bad debts, I am informed, arc very inconfidcrable.

G g 2 The
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The greateft rifk the bank runs, is in difcounting bad bills ; buc

by the extent of their bufmefs in this branch, and by circulating the

.calli of all the merchants who keep accounts with them, they ac-

quire fo perfeft a knowledge of the Hate of their affairs, that it

rarely happens that any one can fail for very confiderable fums,

without the bank's having a previous notice of it. A fudden lofs

may no doubt happen, without a poffibility of being forefeen ; but

the matter of fad proving that their lofTes upon bad bills are in-

confiderable, v/e may thence infer, that there is but little myllery

to the bank, with regard to the credit of London merdiants.

I come now to the laft branch of their management, to wit, their

trade in gold and filver.

Fof* the circulation of bank notes, coin is neceffary. We have

feen, in treating of the Scotch banks, how coin is brought in : to

wit, in confequence of all the payments made to the bank, in-

which there mufl be a proportion of coin equal to what is found in

common circulation. What is not paid in coin, comes in, in their

own notes, which are thereby taken out of the circle ; and confe-

quently make place for a fubfequent fupply, which iffiies in the

manner we have defcribed.

In times of peace, and a favourable balance of trade, the bank

fuffers little by the obligation it is under to pay in coin, except fo

far as the great confufion of the prefent currency affords an occa-

fion to money-jobbers to melt down the new guineas. The extent

of this traffic I am no judge of, and the bank no doubt has an inte-

reft in preventing it as far as the laws have provided a remedy

againft it.

But when large payments are to be made abroad, the diftrefs of

the bank is no doubt very great.

In Scotland, the banks, upon fuch occafions, are totally drained

of coin. They have no market for the metals ; becaufe they have

no mint to manufacflure them into coin. It is different with refped

to the bank of England; their diftrefs proceeds from anothe^r

caufe.

The
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The exportation of the heavy guineas in time of war, and of a

wrong balance upon the trade of England, leaves circulation pro-

vided with a light currency, in which the bank is obliged to pay

their notes ; and the intrinlic value of the gold in which they pay,

regulates the price of the metals they are obliged to buy at market.

If they provide them themfelves from abroad, they muit pay the

price of them in bills of exchange. But then the lightnefs of the-

currency at home, finks the value of the pound fterling, as it raifes

the value of the ounce of gold and filver. So the only confiderable

iofs they incur, is in providing the metals, which muil ever be

confiderable, fo long as the old guineas remain in circulation.

The Iofs upon coining filver is Hill greater than upon gold ; be-

caufe, befides the Iofs incurred by reafon of the lightnefs of the

gold, the metals in the filver and gold coin of Great Britain, are

not proportional to the value they bear in the London market,

where they have been bought, as has been fufficiently explained

already in another place *.

It is with great diffidence that I propofe an expedient to a company

fo knawing in the arts and fcience of trade, for preventing, in a great

meafure, this Iofs in providing the metals for the ufe of circulation.

The bank is direded by long experience, and by a knowledge of

many fa6ls and circumftances hid from me ; and which, therefore,

I cannot combine into a theory founded chiefly upon reafon.

The, expedient I propofe has been pc'ated out in the preceeding

parts of this inquiry, and I only recapitulate it briefly in this place,

to recal it to mind while we are on the fubjed: of the bank of Eng-

land.

Firft, then, while the coin is of unequal weight, the value of the

ciu-rency never can be permanently the fame. Did the bank feri-

oufly fee about forming a plan for the reformation of the coin, I

have no doubt but government, as well as the voice of the nation,

would go along with it in forwarding the execution of fo noble a

defign.

* See Book III. Chap. 2 1 . Queft. 7.

Tlic
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The fecond ftep I would recommend, is that government fliould

enable the bank to ellablifh a fund in Holland, Antwerp, Ham-

burg, and perhaps at Cadiz and Lifbon, for borrowing (though at

a high intereft) fums of money equal to what may be due by Eng-

land to the continent upon certain emergencies.

I cannot pretend to lay down any plan for this operation ; but I

proceed upon this principle : that if on like occafions the Britifli

government can find credit to borrow fo large fums for the ufes of

war, at a very moderate intereft, :^rely the bank of England may
imitate her example for the ufes of trade ; and had flie a credit

abroad, upon which flie could draw, I think it muft follow, that

the coin of the nation might be kept at home.

i have been an eye witnefs to large fums in new Englifli guineas

thrown into the melting pots of the Dutch mints, for the fmall

profit of lefs than i per cent, gained by coining them into ducats.

A fmall duty impofed upon coinage in the Engliih mint, would

prevent this pradice abroad ; and then Britifh coin would come

fafe back again, upon every return of a favourable balance on their

trade. At prefent it comes home in bullion, which the bank muft

buy dear ; the ftate muft coin at a confiderable expence ; and the

bank after all muft give it to circulation at the mint price, which

is many per cent, below prime coft, as matters have ftood for feveral

years.

From this review of the conftitution of the bank of England, and

of the principles upon which it is founded, we may difcover how
impoflible it is, that banks upon mortgage and private credit, can

ever receive any confiderable affiftance from it ; and how ground-

kfs all iniinuations ^concerning its jealoufy of fuch companies

muft be.

A more natural obje(5l of its jealoufy is that of the London bankers,

who carry on a trade fimilar to its own, in many refpeds, and who,

in the courfe of their bufinefs, draw from it very large quantities

of €oin.

This,
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This, however, occafions no ill will on the part ©f the bank.

The trade of London requires the affiftance of all the bankers there,

as well as of the bank. Were it otherwife, the bank, by difGoimt-

ing bills at a lefs profit, might foon oblige them to fhut up fhop.

In this view of the matter, the drawing coin from the bank cannot

be prevented.

The bankers call for no more than their bufinefs requires. Coul(^

the bank, therefore, circulate the whole trade of London, the con-

fequence would be, to ifliie as much coin as at prefent : and the

coin which ifftLea from bankers, like to that which iiTues from the

bank, if it be for the ufes of domeftic circulation, returns to the

bank in proportion as it ifiues : and if it be for payment of a foreign

balance, the bank knows well that the expence of providing for

thai, mull land upon it, in fpite of every method to prevent it.

I mull now explain the difference between the effeds produced

upon the circulation of coin, by the operations of banks eftabliihed

upon mortgage and private credit, and by thofe of the bank of

England, which we have faid to be ellablifhed upon mercantile

fecurity.

The confequence of a bank upon mortgage, is to- fill the nation

with paper money, and to reduce the quantity of coin to the loweft

fum pofiTible. For the truth of this propofition, I appeal to the ex-

perience of Scotland, and of Rome, where banks upon mortgage, and

moveable pledges, are found ellabliflied. From thefe facfts, and from

the principles of their conllitution, which is to melt down property

into money, it follows, that when the credit of fuch money is well

eftablilhed, t?ie coin, which is the money of the world, will be

employed in trading v/ith the world, and the paper, which is the

money of the fociety, will be employed in trading with the fociety.

The confeqiience of this, is, that when the balance of trade runs

againft a country where banks upon mortgage are eftabliflied, the

coin firil goes out ; and when, by borrowing, it can be brought back,

.

the interefi: paid for the coin borrowed, adds an additional balance

againft the country, until the whole revenue of it becomes the

property,
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property of other nations. From this we may conclude, that the

eftablifhment of fuch banks is as dangerous a weapon in the hands

of an idle nation, as an extenlive credit is to the family of a young

fpendthrift.

But let us coniider the confequences of fuch banks to an induf-

trious people, who preferve, upon the average of their trade, a fa-

votrable balance with other nations.

The coin, then, goes out to return, and ferves as a check upon

the courfe of exchange. I here fuppofe proper regulations in the

mint, and an entire liberty to export coin. Permitting the exporta-

tion of coin where you have a mint, for paper to fupply its place,

• and a favourable balance on your trade to bring it back, is like

eftablifhing two fliops for the courfe of exchange. If the exchanger

will not ferve trade at the price of tranfportation and infurance, the

coin will do it for him.

In fuch a country, 9, bank, properly ellablifhed, will find great

profit upon the intereft of their notes, notwithllanding of the obli-

gation to provide, at all times, the quantity of coin neceflary for

circulation. All the great objeds of trade will then be fulfilled;;

the reft muft be left to the operation of political caufes.

If the balance of the trade of fuch a country Ihould have the efFedt

of bringing in an addition of coin, which, becaufe of the paper,

would become unneceflary for circulation ; this coin, or the value

of it, will either be added to their ftock in trade, or will be lent to

other nations. This is the cafe of the Swifs : they are an induftrious

and a frugal people ; they receive annually from their trade, and

from the fervice of their citizens in many countries in Europe, a

conftant addition to" their wealth, more than their trade demands,

which they lend to their neighbours ; by thefe means they increafe

the revenue of the fociety ; and this increafe has effects almoll

fmijlar to an exteniion of their territory ; becaufe it is a means of

increafing their population beyond the proportion of the natural

produce of their lands ; and the food they import from Germany

and other countries, is paid v/ith the money which arifes from the

A intereft
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intereft of what they have lent abroad. All thefe operations are the

corifequences of credit and circulation.

In a country where a mercantile bank is eftabliflied, the melting

down of property is greatly circumfcribed ; and confequently coin

becomes more necelTary.

AVe have often? faid, that a circulating value (money) mull con-

llantly bear a proportion to alienation. Circumftances will deter-

mine what proportion of coin and what proportion of paper will be

neceflary for carrying it on. Thefe circumftances, under banks of

circulation upon mortgage, multiply paper fo much that little coin

is required.

Let us now examine how far the paper of a mercantile bank, like

that of England, tends to fupply the demand of circulation.

Were no bank eilabliflied at London, all bills would be paid, or

difcounted in coin.

The bank, therefore, melts down into paper money all the bills

difcounted by them, and throws it into circulation.

It alfo melts down into paper all the fums it advances either to

government, or to the great trading companies. In this refped it

a6ls upon the principle of banks upon mortgage.

It alfo melts down into paper all the intereft upon the public

funds difcounted at the bank. All this fum of paper ifTues from

the bank into the city of London, and proportionally fupptlies the

circulation of that great capital.

Let us next examine how this paper can find its way into the

country of England, there to fupply the ufe of coin.

The whole confumption of London for meat, beer, fire, and an

infinity of articles of manufacture for domeftic ufe and foreign

.exportation, comes from the country of England.

Did the country owe nothing to London, the funis due for thofe

commodities would be fent into the country in the current circula-

tion of London, which, by what we have feen, abforbs a very

large quantity of paper.

But we liave faid above, that the whole amount of taxes, almoft,

is remitted to London in bills : this could not be the cafe, were not

VOL. IL H h the
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the capital conftantly indebted to the country. This circumflancc

confines the circulation of bank notes chiefly to London, and fome

other cities, to which the inhabitants of London refort, and whi-

ther they carry in their pockets the money of the capital, viz. bank

notes. For thefe reafons, bank notes can never be common in the

country : and if, at any time, a fcarcity of currency there, proves

hurtful to induftry, the defe<fl cannot be remedied but by eftablilh-

ing banks of circulation upon mortgage in the principal towns of

England.

It may be here objected that fuch a regulation in England, where

there is already fo great a bank fettled on different principles, might

draw along with it the following hurtful confequences, viz.

imo, By multiplying the circulation of paper it would fend off the

coin.

2do, The taxes would be paid in this paper, which could not be

received at the bank of England, and that would throw the whole

nation into confufion.

To which I anfwer, i. That if the coin were fent off, it would

return, as has been faid, while the trade of England flouriflies : and

2. That this new bank paper coming in place of the coin, would

no more be fent to London than coin is fent now. The debts due

by the country for taxes, would be compenfated by the reciprocal

debts due by London for fubfiflence, &c. and the compenfation

would go on as at prefent by bills : biit were the cafe otherwife,

and did a change of circumftances oblige the country to make de-

livery in coin to London, the holders of the country notes would

conftantly, as is the cafe in Scotland, have recourfe to the bank

eftabiiihed in the diftri^t, for the coin wanted to be fent to London.

When I accidentally, as at prefent, happen to apply a principle

^^^^jSk a particular'cafe, whereby an innovation is implied, I conftantly

fear a fccret rebuke from many impatient readers. I therefore beg

a little indulgence upon account of my good intention, v/hich is

only to fupport ideas to be approved of, or rejeded by thofe who

have the capacity to form plans upon them, and power to put them

ill execution.

3 : '
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C HA P. XXIH.

Of the jlrft Ejlablipment of Mr, Laws Bank in France^ in tht.

Tear 1716.

IN deducing the principles of credit, I have it chiefly in view, to

fet in a fair light, the fecurity upon which paper-money is efta-

bliflied : and as I imagine, this important branch of my fubjedl

will ftill be rendered more intelligible, by an example of the abufe

to which this great engine of commerce is expofed, I now propofe

to give my reader a fhort account of the famous bank of circula-

tion firll ellabliilied in France by Mr. Law ; but afterwards profti-

tuted (whether by defign, or by fatality^ I ihall not here deter-

mine) to ferve the word of pui'pofes ; the defrauding the creditors

of the flate, and a multitude of private perfons.

So dreadful a calamity brought upon that nation, by the abufe

of paper credit, may be a warning to all flates to beware of the

like. The beft way to guard againft it, is to be apprifed of the

delufion of it, and to fee through the fprings and motives by which

the Miffifippi bank was conduced.

After the death of the late King of I^rance, Louis XIV, the debts-

contra(5ted by that Monarch were found to extend to 2000 millions

of livres, that is, to upwards of 140 millions ilerling.

It was propofed to the Duke of Orleans, regent of the king-

dom, to expunge the debts by a total bankruptcy. This propofal

he rejedled nobly ; and inflead of it, eftablifhed a commiffion

(called the Vifa) to inquire into the claims of fuch of the nation's

creditors as were not then properly liquidated, nor feciued by tlic

appropriation of any fund for the payment of the intereft.

In the courfe of this commiffion, many exorbitant frauds were

difcovered ; by which it appeared, that vail fums of debt had been

contraded, for no adequate value paid to the King.

H h 2 After
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After many arbitrary proceedings, this commiflion threw the

King's debts, at laft, into a kind of order.

Thofe formerly provided for were all put at 4 per cent. The cre-

ditors to the amount of fix hundred millions, which had not been

liquidated, nor provided for, had their claims reduced, by the

commiflion, to two hundred and fifty millions ; for which they

obtained notes of flate, (Billets d'etat, as they were called) bearing

an intereft of 4 per cent. alfo»

Thefe operations performed, the total debts of the late King

were reduced to the fum above mentioned ; to wit, two thoufand

millions ; bearing an intereft of 4 per cent, or eighty millions per^

annum.

From, the neceflities of government, and the diftreiTed fituation-

of the kingdom, this intereft was ill paid : and there hardly re-

mained, out of an ill paid revenue, wherewith to defray the ex-

pence of the civil government.

About this time Mr. Law prefented to the Regent the plan of a.

bank of circulation.

For the better underftanding this afiair of Mr. Law's bank, and'

the. views he had in eftablilhing it at that time, I muft give a fliort

account of the moft material variations of the French coin, before

and after the King's death, ift September 1715; which I flialL

make as Ihort as poflible, confiftently with perfpicuity.

CHAP. XXIV.

Accdtmt of the variatio?7S of the French cain^ fome time before anS

after the death of Lbuh XIV.

IN 17C9, there was a new general coinage in France ; by which

operation the King gained 23 — per cent, upon all the fpecie

coined. (Dutot, vol. i. p. 104.)

©ufc.
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Outof the marc of flandard gold were coined 30 louis d'ors, of

2.0 livres denomination each. Out of the marc of ilandard filver,

8 crowns, of 5 livres denomination each: fo that the filver was

put at 40 livres the marc.—But,

By edi(5t of the month of September 17 13, the old King ap-

pointed a diminution of the denomination of fdver and gold coins j .

by which, after eleven- fucceffive changes, the coin of France was

ordered to be brought down, from 40 livres the marc, to 28 : fo

that the. 8 crowns, which were called a^o livres in the month of

September 17 13, by the 2d day of September 1715, (the day after

the King's death) were to be called oxAj n'^ livres. I fay called, be-

caufe certainly the crowns had fufFered no variation, but in their

name.

On the 13th of Auguft 1 7 ij-, (a few days before the King's death)

he iiTued a declaration ; ordering that for the future the coin

fhould remain at 28 livres per marc.

From this I conclude, that his intention was to leave, at his

death, the coin of his kingdom of the fame flandard he had found

it to be at the beginning of his reign,, and at which he had pre-

ferved it invariably, during the flourifhing ftate of his kingdom,

for the fpace.of 46 years ; that is, until the year 1689.

He could not fail to be fenlible of the infinite prejudice occa-

lioned to debtors and creditors by the variations he had pradifed

upon the coin from 1689, .

To this flandard, then, it was brought the very day after his

death, and no fooner : therefore his debt of two thoufand millions of

livres ihould regularly be eflimated according to that rate ; or at

about 40 fhillings llerling for every 28 livres : 40 fhillings being,,

within a trifle, the value of 8 ounces or one marc of flandard

filver, Paris weight.

At this rate of converfion, the two thoufand millions were equal

to 142,857,140/. flerling.

Soon after the King's death, on the 2d of January 171(5, the new
miniflry ifTued an edi^l, which totally deftroyed all. This was the-

mo-ft"
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moil extraordinary operation, I believe, ever invented ; and to it

was owing the eftablifliment of Mr. Law's bank : I mufl therefore

explain it.

There had been no general coinage fince 1709; the louis d'or

had then been coined at 20 livres, and the crowns at 5, as has been

faid. The edi6lof 2d January 17 16, ordered a new general coin-

age, on the fame footing, both as to weight, finenefs, and deno-

mination, as that of 1709: the only difference was, that the fii-ft

had an old man's head upon it ; the other had that of a child of

fix years old.

By this firll operation, there was an end put to the former dimi-

nutions on the denomination of the coin ; which was now raifed

again to 40 livres the marc, as in 1709 *. This is nothing :

There being no difference between the old coin and the new,

except the llamp, the old coin was called in, and a new face was.

ftamped on the very fame pieces. But when the louis d'ors were

called in, they were received at the mint at no more than 16 livres

;

and by a flroke of the wheel, they were, in an inftant, converted

into 20 livres, the denomination of the new coin.

Thus a perfon who brought 20 old louis d'ors to the mint, re-

ceived back 16 of his own 20, new flamped, and no injuftice was

faid to be done, from this demonftration of minifterial algebra,

viz. 16 X 20 = 20 X 16. Can any thing be more clear and inllrue-

tive ! Some of my readers may not give credit to this ; but it is

true neverthelefs.

Under thefe circumilances,^ it was natural for the inhabitants to

wifh to difpofe of their old coin, at any other market than at the

King's mint. They did what they could to fmuggle it to Holland

;

where the induftrious Dutchman llamped a 16 livre piece with the

* Here is alfo an operation upon debts. The day before this edid, that is, the ift

of January 1716, the value of the King's debts was (as has been faid) above 142

millions fterling : but an ediiSl comes., raifing the coin to 40 livres ^a- marc j and con-

fequently, reducing the debts to the value of 100 millions fterling.

it
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k back to France for a 20 Hvre piece. Thefe operations were pre-

vented as \vell as government could ; and every method was tried

to force in the old coin to the mint.

Mr. Law judged this a very proper occafion to form the plan of a

bank of circulation, upon the principles we have already explained.

He gave in his fcheme to the Duke of Orleans ; by whom it was
approved of ; and the bank was eflablilhed the 2d of May of the

fame year 17 16.

The firll thing Mr. Law did, was to buy up with bank notes this

old coin, at a price above what the mint gave, but many per cent,

below the proportion of its value : his paper (payable in the new
coin at 40 livres per marc) was run upon for this, as well as other

reafons ; and an immenfe profit enfued.

This anecdote, I think, is curious, and tends to unfold Mr. Law's

combinations, in the propofal he made to the Duke of Orleans for

erecting a bank at this period of time.

CHAP. XXV.

Continuation of the Account of Laws Bank,

TH E baiik accordingly was eftabliflied in favour of Law and
Company, by letters patent, of the 2d of May i']\6. The

Company was called, the General Bank ; and the note run thus :

The bank promifes to pay to the bearer at fight— livres, in coin

of the fame weight and finenefs with the coin of this day, value

received at Paris.

The firfl fund of this bank confilled in 1200 adions (or fhares)

of one thoufand crowns, (or 5000 livres) bank money ; in all fix

millions; the crown being then 5 livres, 8 to the marc j filver

coia
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coin at 40 livres per marc, as has been faid ; which makes this

livre juft worth one fliilUng fterhng : confequentiy, the fhares

were worth 250 /. flerHng, and the bank ilock worth 300,000 /,

Herling.

By the claufe in the note,, by which the bank was obliged to pay

according to the then weight and finenefs of the coin, thofe who
received their paper were fecured againft the arbitrary meafures

common in France of railing the denomination of the coin ; and

the bank was fecured againft the lowering of it. In a fhort time,

moft people preferred the notes to the coin ; and accordingly they

pafTed for iper cent, more than the coin itfelf.

This bank fnbfifted, and obtained great credit, until the ift of Ja-

nuary 171 9 : at which time the King reimburfed all the proprietors

of the lliares, and took the bank into his own hand, under the

name of the Royal Bank *.

Upon this revolution, the tenor of the note was changed. It

ran thus : The bank promifes to pay to the bearer, at fight, —

.

livres, in fiher coin, value received at Paris.

By this alteration, the money in the notes was made to keep

pace with the money in the coin ; and both were equally affefted

by every arbitrary variation upon it. This was called, rendring

the paper monnoie fxe ; becaufe the denominations contained in it

did not vary according to the variations of the coin : I fhould have

called it monnoie ^>aridble ; becaufe it was expofed to changes with

refped to its real value.

Mr. Law ftrenuoufly oppofed this change in the bank notes. No

wonder ! it was dianietrically oppoiite to all principles of credit.

It took place, liov/ever ; and no body feemed dillatisfied : the na-

tion was rather pleafed: fo familiar were the variations of the coin

in thofe days, that no body ever confidered any thing with regard'

* Here the bank departed from the principles of private and mercantile credit,

upon which Law had formed it, and proceeded upon thofe of public credit. Public

credit.in France is the credit of the Sovereign ; the folidity of which depends upon

jthe maxims which he follows in ihe courfe cf his admlniftration.
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to coin or money, but its denomination : the confequences of the

variations in the value of denominations, upon the accompts be-

tween debtors and creditors, were not then attended to ; and the

credit of the notes of the royal bank continued jufl as good as

that of Mr. Law -, although the livres in this contained a determi-

nate value ; and the livres in that could have been reduced at any

time to the value of halfpence, by an a6l of the King's authority^

who was the debtor in them. Nay more, they in facfl ilood many
variations during the courfe of the fyilem, without fuifering the

fmalleft difcredit. This appears wonderful ; and yet it is a fad:.

Political writers upon the affairs of France at this period, fucli

as De Melon, Savarie, Dutot, and others, abundantly certify the

incredible advantage produced by the operations of Mr. Law's

bank ; and the chain of events which followed, in the years 1 7
1 9,

and 1720, when it was in the King's hands, fhew to what a prodi-

gious height credit arofe upon the firm foundation laid by Mr.-

Lawt>
But

f Dutot, fpeaklng of the great value of paper in notes and adions, throws out fe-

veral reflefbions, in the paflage I am now to tranfcribe from him, which, at the fame

time that they prove the great advantages refiiking to France from the eftablifhment of

credit among them, abundantly evince how lame this author's ideas were concerning

the principles of paper credit, and of circulation. He fays, (vol. ii. p. 200.) " This

" paper was indeed juft fo much real value, which credit and confidence had created,

'' in favour of the ftate ; and by this fum was circulation augmented, independently

" of all the coin which was then in France."

" Upon this revolutioa, Plenty immediately difplayed herfelf through all the towns,

" and all the country. She there relieved our citizens and labourers from the oppref-

'*' fion of debts, which indigence had obliged them to contradl : Ihe revived induftry :

" flie reftored that value to every fund, which had been fufpended by thofr debts

:

" Ihe enabled the King to liberate himfelf, and to make over to his fubjedts, for more

', than fifty-two millions of taxes, which had been impofed in the years preceeding

" 1719 ; and for more than thirty-five millions of other dutie?, extinguifhed during

•'the regency. This plenty funk the rate of Interefl; ; crulhed the ufurer; carried

" the value of lands to eighty and a hundred years purchafe i raifed up ftately edifices

VOL. II. I i
" both
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But alas ! tfee fuperftru^lure, then, became fo far beyond the

proportion of the foundation, that the whole fabric fell to ruin,

and involved a nation, juft emerging from bankruptcy and inani-

tion, into new calamities, almofl equal to the former.

As long as the credit of this bank fubfifted, it appeared to the

French to be perfectly folid. The bubble no foOner burft, than the

whole nation was thrown into allonifhment and conllernation.

No body could conceive from whence the credit had fprung ; what

had created fuch mountains of wealth in fo Ihort a time ; and by

what witchcraft and fafcination it had been made to difappear in

an inftant, in the fhort period of one day.

Volumes have been fince writ in France, by men of fpeculation,

in order to prove, that it was a want of confidence in the public,

and not the want of a proper fecurity for the paper, which occa-

fioned this downfal.

This, if we judge by what has been writ, has been the general

opinion of that nation to this day : and fince it was found impof-

fible, in France, to create confidence in circulating paper, which

had no fecurity for its value, many people there, and fome even

" both in tgwn and country; repaired the old, which were falling to ruin ; improved

" the foil ; gave a value to every fruit produced by the earth, which before that time

" had none at all. Plenty recalled thofe citizens, whom mifery had forced to ftek

" their livelihood abroad. In a word, riches flowed in from every quarter. Gold,

" filver, precious fiones, ornaments of all l<inds, whi>h contribute to luxury and mag-

" nincence, came to us from every country in Europe. Whether thefe prodigies, or

" marvellous effeds, were produced by art, by confidence, by fear, or by whim if

" you pleafe, one mu ft agree, that that art, that confidence, that fear, or that whim,

" h?.d operated all thefe realities which the antient adminiftration never could have

" produced.

" What a difference in the fituation of France at the beginning of the regency,-

" and the fituation in which fhe was in November 1719 !

" Thus far the fyftem had produced nothing but good : every thing was com-

" mendable, and worthy of admiration." Thefe are the fentiments of Dutot, con-

eerning this fyftem of paper credit*

S among
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among ourfelves, conclude, that a great part of the wealtli of

Great Britain, which confiils in paper, well fecured, is falfe and

fiditious.

I fliall now proceed to fet before my reader the great lines of the

royal Miffiilippi bank of France, from the ift of January 17 19, to

the total overthrow of all credit, upon the fatal 21 ft day of May
1720. Tliis was a golden dream, in which the French nation, and

a great part of Europe was plunged, for the fliort fpace of 506

days.

CHAP, XXVL

Account of the Royal Mijftjftppi Bank of France, efablijhed on

Public Credit.

IN order to unravel the chaos of this affair in a proper manner,

it will not be amifs to begin by giving the reader an idea o^

the plan which naturally might fuggell itfelf to the Regent of

France, from the hint of Mr. Law's bank. By the help of this

clue, he will be the better able to conduct himfelf through the

operations of this fyjlem, as the French call it.

The Regent perceived, that in confequence of the credit of Law's

bank, people grew fond of paper-money* The confequence of

this, he faw, was, to bring a great quantity of coin into the bank.

The debts of France were very great, being, as has been faid,

above 2000 millions. The coin, at that time, in France, was

reckoned at about 1200 millions, at 60 livres the marc, or 40 mil-

lions fterling. The Regent thought, that if he could draw either

the whole, or even the greateft part of this 1200 millions of coin

into his bank, and replace the ufe of it to the kingdom, by as

much paper, fecured upon his word, that he ihould then be able

I i 2 to
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to pay oif, with it, near one half of all the debts of France : and by

thus throv/ing back the coin into circulation, in paying off the

debts, that it would return of itfelf into the bank, in the courfe of

payments made to the fxate ; that credit would be thereby fup-

ported, as the bank would be enabled to pay in coin the notes as

they happened to return, in the courfe of domeftic circulation.

This was both a plaufible and an honeft icheme, relatively to a

Duke of Orleans, whom we cannot fuppofe to have been mafler of

the principles of credit ; and very practicable in a country where

there was fo great a quantity of coin as 40 millions fterling, and a

well ellablifhed credit in the bank, which prevented all runs upon

it from diffidence. Nothing but a wrong balance of trade could

have occafioned any run for coin ; becaufe, for the reafon already

given, the paper bore for the moil part.a premium of i per cent.

above it.

Accordingly, during the whole year 1 7 1 9, the. credit of the royal

bank was without fufpicion, although the Regent had, by the lafb

day of December of that year, coined of bank paper, for no lefs a

fum than 769 millions, reckoning in 59 millions of paper, which

had been formerly ilTued by the general bank of Laiv and company ; for

which he had given value to the proprietors, when he took the bank

into his own hands, as we have faid above.

I mull here obferve, that by this plan of the Regent, there was, .

in one fenfe, a kind of fecurity for the notes ifTued. So far as they

were iflued for coin brought in. from the advanced value of the

paper, this coin was the fecurity: in the fecond place, when the

coin was paid away to the creditors of -the Hate, the Regent with-

drew the obligations which had been granted to them ; and al-

though I allow that the King's own obligation withdrawn, was no.

fecurity to the public, who had received bank notes for the pay-

Blent; yet Hill, the intereft formerly paid to the creditors, was a

fund out of which, upon the principles of public credit, the annual

intereft for the notes was fecured. Had, indeed, the French nation

perceived upon what bottom the fecurity for the paper flood, during

4 the
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the year 1 7 1 9, perhaps the credit of the bank might have been

rendred precarious ; but they neither faw it or fought after it : and

the men of fpeculation were all of opinion, that as long as there

was no more paper iflued by the bank than there tvas coin in the king-

dom, there could be no harm done. Of this any perfon who has

read Dutot, de Melon, Savarie, and others, will be perfedlly fatis-

fied *. And I defire no farther proof of the total ignorance of the

French in matters of this kind, than to find them agreeing, that

bank paper is always good, providing there be coin in the nation

* It is aflonilliing to find how gravely Meffrs. de Melon and Dutot reafoned con-

cerning the nature of paper money, and the efFefts of changing the value of the coin.

They both feemed to agree that a livre was a livre whether it was the 28th or the 50th

part of a marc of filver, whether it was a denomination upon paper, well or ill fecured,

,

no matter which.

The whole rcafoning turned merely on the queftion, who were robbed, and who

fantaftically enriched by fuch abfurd operations upon the coin of a country ?

The jargon of fuch men certainly contributed a great d^-'al to darken the underftand-

ings of the miniftry at this time ; and to make them believe that the affairs of money

wcre-infinitely more cbfcure and more difficult to be underftood than they really are.

There are thoufands of examples where mankind, wirh their learning and reafoning,

have turned comm,pn fenfe into inextricable fcience ; this I think is a famous inftance of

it : and it is rendring no fmall fervice to the world, to deftroy, in a manner, what

others have been at ib much pains to eftablifh. This is- redoring common ff nfe to its

native dref:, in which it becomes intelligible to every one.

1 know very well that the miniftry of France have now very different notions con-

cerning paper credit -, but thefe notions have not as yet reached the prefj, except in

feme of the King's anlwtrs to the remonftrances of the parliament of Paris in 1760.

Thefe anfwers were dictated upon found principles, and do great honour to the miniftry.

The old notions Rill prevailed in the remonftrances of the parliament. This plainly

appears from the propofal they m.ade to the King, at that time, to iffue paper to the

amount of 200 millions, which the parliament was to make good. An expedient to

avoid doing that which right reafn demanded of them, viz. firft to fecure a fund for

the paper, a-nd then to borrow upon that fund. This propofal from the parliaments

and the King's rejefting it, proves that credit was then better underftood in the cabinet

than in x.\\t ;palais.

to
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to realize it, although that coin be not the property of the bank.

[Dutot, p. 132, 133.] On the contrary, it is very evident from
what has been faid, that although there fliould be a thoufand times

more coin in a country than the bank paper, Hill that bank paper

mull be a mere delufion, and, in fa61:, of no value whatfoever, ex-

cept fo far as the bank is pofTefled of the value of it in one fpecies

of property or another.

And on the other hand, let the bank paper exceed the quantity

of coin in the proportion of a thoufand to one, yet ftill it is per-

fectly good and fufficient, providing the bank be poiTeiTed of an

equivalent value in any fpecies of good property. This I throw in

here to point out how far the French were, at leaft at that time, and
many years after, when Dutot and Melon wrote, from forming any

juft notion of the principles of banking. And, I believe, I may
venture to fay, that the only reafon why banks have never been
eilabliflied in France, is, becaufe the whole operation is flill a myf-

tcry to them. I ground this conjefture upon an opinion of M. de

Montefquieu, who thinks that banks are incompatible with pure

monarchy; a propoiition he would never have advanced had he

underftood the principles upon wliich they are eilabliflied.

The next remarkable and interefling revolution made upon this

famous bank, was by the arret of February 22, 1720 ; which conlli-

luted the union of the royal bank with the company of the Indies.

By this arret, the King delivered to that company the whole ma-
nagement of the bank with all the profits made by him fince the

firft of January 1719, and in time coming. Notwithftanding this

ceffion, the King remained guarantee for all the notes, which were

not to be coined without an order of council : the company was to

be refponfible to the King at all times for their adminiftration
;

and, as a fecurity for their good management, they engaged to lend

the King no lefs than fixteen hundred millions of livres.

Here is the ^ra and beginning of all the confufion. From this

loan proceeded the downfal of the whole fyllem.

But
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But before I proceed to explain the fcheme of the Regent in thefe

operations upon credit, I think it will contribute to the clearing up

of the fubjcd; in general, to premife fome fhort account of the rife

and progrefs of this great company of the Indies : and to give a

fhort abftrafc of fome of the mod memorable tranfadlions during

the MiffiUppi fcheme, in the order of time in which they followed

one another.

e H A p. XXVIL

Ajhort Account of the French' Company of the Indies,

CARDINAL de Richlieu, that great minifler to Louis XIII. was
the firft who eftablifhed trading companies in France, anno 1628,

about the time of the liege of Rochelle.

He then fet on foot the companies of the Weft and Eaft Indies.

Several others, viz. one for Canada, one for the Leeward lilands,

and another for Cayenne, were fuccellively eftabliflied in the be-

ginning of the reign of Louis XIV.

Thefe companies, before '1664, had frequently changed their

forms, and had fucceeded very ill.

At that time the great Colbert was in the adminiftration of the

King's affairs. He engaged his mafter to think ferioufiy of efta-

blifhing the trade of his kingdom upon folid principles ; for which
reafon all the undertakers of the former projecTrs of commerce to

the new world were reimburfed ; and a new eftablifliment was
made, called the Compagnie des hides Occ'ukntalcs.

This exclufive trade comprehended that of Canada, the Caribbee

lilands, Acady, Newfoundland, Cayenne, the French continent of

America, from the river of the Amazons to that of Oronoko, the

coafts
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coafts of Senegal, Goree, and other places in Africa ; the whole for

40 years.

The fame year, 1664.,- there was another company formed for the

Eail Indies, of which we fhall fpeak afterwards.

The greateft encouragement was given to thefe new eftablhh-

ments. Large fums were advanced by the King for feveral years,

without interefl:, and upon condition, that if, at the end of that

term, any lofs was found on the trade, it ihould fall upon the mo-

ney due to the King,

On examining into the V/eft India company's affairs, after ten

years adminiftration, that is to fay, in the year i6y^, it was found,

that inftead of profiting of their extenfive privilege, by carrying on

a regular trade thernfelves, they had fold permiffions to private

people to ti'ade with them.

This abufe in the company had, however, infpired a tafte for

trade among the French ; which the King wiihing to improve, he

reimburfed to the company all their expences, added their polTef-

fions to his domain, and threw the trade open to his fubje<fts.

Thus ended the firfl company of the WeH Indies, called by the

French, the Compagnk d'Occident,

After the fuppreiTion of this company, the French trade to Ame-

rica was carried on and improved by private adventurers, fome of

which obtained particular grants, to enable them to form colonies.

Of this number was Robert Chevalier de la Sale, a native of Rouen.

It was he who firfl difcovered the river MiiTifxppi, and who propofed

to the King, in 1683, to eflabHfli a colony there. He loft his hfe

in the attempt.

Hiberville, a Canadian, took up the projed; ; but foon died. He -

was fiicceeded by Antony Crozat, in 1713, who had better fuccefs

:

but the death of the King in 1 7 15, and the rifing genius of Mr. Law,

engaged the Regent of France to make Crozat renounce his exclu-

fxve privilege of trading. Upon which, by edict of the dth of Sep-

tember 171 7, was formed the fecond Compagnk d'Oceident^ in favour

of Mr. Law; to which v/as added the fur trade of Canada, then in .

the
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the hands of private adventurers, and the farm of the tobacco, for

which he paid 1,500,000 Uvres a year.

I now come to the laft India company.

I have ah'eady mentioned the eilabliuiiiient of it by the great

Colbert in 1664. _
"

"

After his death, want of experience in thofe who fucceeded him,

abufe of adminiftration, carelefnefs in thofe who carried on the

company's biifmefs, competition between different coirrpanies, and",

in fliort, every obftacle to new ellabUfliments, concurred with the

confequences of the long and expenfive Vv'-ars of Louis XIV. to ren-

der all commercial projeds ineffectual ; and all the expence be-

llowed in eflablifl-iing thofe companies v/as in a manner lofl:.

In -1 7 10, the merchants of St. Malo undertook the Eail India com-

pany. It languiihed in their hands until 17 19, and their importa-

tions were not fufficient to fupply the demand of France for India

goods : for this reafon it was taken from them, and incorporated

with Mr. Law's company of the Well Indies, in May 17 19.

By this incorporation was eftabliflied the great Compmiy of the

Indies, which itill fubfifts in France : the only monument extant of

the famous and unfortunate Law.

For the better underflanding, therefore, what is to follow, let us

attend to fome hiftorical and chronological anecdotes, relative to

the wonderful operations of this Miffifippi bank, and company of

the Indies. Thefe I fliall fet down according to the order of time

in v/hich they happened, that my reader may have recourfe to them

as he "goes along.

Without the help of this table, I fliould be involved in a hiflory

of thofe events, which however amufmg it might te to fome

readers, would be quite inconfiftent with the nature of this in.-

qu'iry,

VOL. II. K k
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CHAP. XXVIII.

Chronological Anecdotes.

1709. A GENERAL coinage in France: the marc of ftandard

-iTjL filver, worth two pounds fterling, put at 40 livres de-

nomination.

September 1 7 1 3. The late King reduces the denomination of the

filver coin to 28 livres the marc, and the gold in proportion.

Thefe redu6lions were made gradual and progreffive, and were

finally to take place no fooner than the 2d of September 1715.

Augulli7ii'. The King declares, that in time coming, the coin

was to remain ftable at 28 livres the marc of fine filver.

September 1 715'. The King dies.

January 2, 17 16. The Regent of Francq orders a new general

coinage : raifes the filver coin to 40 livres the marc, and calls down

the old King's coin (though of the fame weight, finenefs, and de-

nomination) 20 per cent.

May 1 7 16. Mr. Law's bank eftablifhed: bank notes coined ; and

the old coin bought up at great difcount.

September 6, 17 17. Mr. Law's company of the Welt eflabliflied.

September 4, 17 18. He undertakes the farm of tobacco.

September 22, 17 18. The firfl creation of a<5lions of the com-

pany of the Weft to the number of 200,000, fubfcribed for in ilate

billets, at the rate of 500 livres per a6lion.

January i, 17 19. The bank taken from Law, and veiled in the

King. At this time the number of bank notes coined amounted to

59 millions of livres.

April 22, 1719. A new coinage of 5 1 millions of notes ; in which

the tenure of the note was changed, and the paper declared movjioicfixe.

May 17
1
9. Mr. Law's coinpany of the Weft incorporated with

the company of the Eafl Indies ; after which it was called the Cojji-

pany 'dthe Indies. 4
'

June
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June 1719. Created 50,000 new adions of the incorporated com-

pany ; fold for coin at 550 livres per acftion.

June 10, 17 1
9. Coined of bank notes for 50 millions of livres.

June 1 7 1
9. The mint made over to the company for 50 millions.

July 171 9. Created j'OjOoo anions as above, fold, for notes, at

1 000 livres per action.

July 25, 171 9. Coined of bank notes for 240 millions.

Auguft 17 1
9. Thecompany obtains the general farms : promifes '

a dividend upon every ad;ion of 200 livres ; agree to lend the King

fixteen hundred millions at 3 per cent, and have transferred to them

48 millions per annum for the interefh of that fum,

September 12, 17 19. Coined of bank notes for 120 millions.

September 13, 171 9. Created no lefs than 100,000 adions ; price

fixed at 5000 livres per adlion.

September 28, 171 9. Created 100,000 more adions, price as the

former, fixed at 5000 livres each.

Odlober 2, 171 9. Created 100,000 more acflions, price as the for-

mer, at 5000 livres each.

Odober 4, 17 19. Coined by the Regent's private order, not deli_

vered to the company, 24,000 more a(5lions, which compleated the

number of 624,000 a<5tions ; beyond which they never extended.

06tober 24, 17 19. Coined of bank notes for - 120 millions.

December 29, 17 19. Coined of bank notes for - 129 millions.

January 1720. Coined of bank notes for - - 21 millions.

February 1720, Coined of bank notes for - 279 millions.

February 22, 1720. Incorporation of the bank with the company

of the Indies.

February 27, 1720. A prohibition by which no one was to have

in his cuftody more than 500 livres of coin.

March 5, 1720. The coin raifed to 80 livres per marc.

March 1 1, 1 720. The coin brought dov/n to 65 livres /ifr marc ; and

gold forbid to be coined at the mint, or ufed in cohlmerce.
livres.

March 1720, Coined of bank notes for - - 1918030(50

April 1720. Coined of bank notes for - - 792474720

May I, 1720. Coined of bank notes for - - 64.2 39J: 130

K k 2
^

Rlay
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. May 21, 1720. The denomination of the paper diminifhed by

arret of council, which, in an inflant, put an end to all credit, and

made the bubble buril:.

At this period had been coined of bank notes to the immenfc
livres.

fumof-- ^ ' - - - - - 2 696 400 OOG

Of which had been ifTued - - - - 2,235083590

Remained in the bank - - - - 461316410

Dutot,, Vol. I. p. 144. Vol. II. p. 207.

May 27, 1720. The arret .oi the 21ft of this month recalled, and

the paper reftored to its full denomination.

May 29, 1720. The coin faifed to 82 livres 10 iol?, per marc.

June 3, 1720. 400,000 a6tions belonging to the Regent are

burnt; and the 24,000 more, which were created Odtober 4, 17 19^

fupprefled ; alfo 25 millions of the intereft formerly granted to the

company for their loan of 1600 millions, retroceded by the com-

pany, and conftituted again upon th-e town-houfe of Paris.

Odober 10, 1720. All bank notes are ordered, hj- arret of this

day, to be fuppreffed, if not brought to the bank before the ill of

December following, in order to be paid in manner therein

fpecified,.

CHAP. XXIX.

Co7itinuation of the Account of the Royal Bank of France^ imtilthe:

ti?u2 that the CompaTiy of the Indies pro^nfed a Dividend of 200.

Livres per A8iio7t.

'^-'HESE things premifed, what follows will, I hope, be eafily

J. underftood.

So foon as the Regent of France perceived the wonderful effects

produced by Mr. Law's bank, he immediately refolved to make ufe

of
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of that engine, for clearing the King's revenue of a part of the un-

fupportabk load of 80 nuiHions of yearly intereft, due, though in-

deed very irregularly piid, to the creditors.

It v/as to compafs this end, that he bellowed on Mr. Law the com-

pany of the Weft Indies, and the farm of the tobacco.

To abforb 100 millions of the moft difcredited articles of the

King's debts, 200,000 aftions or-fhares of this company \vere created.

Thefe were rated at 500 livres each, and the fubfcription for the

acftions was ordered to be paid in billets d'etat, fo much difcredited

by reafon of the bad payment of the intereft-, that 500 livres, nomi-

nal value in thefe billets, would not have fold upon change for

above 160 or 170 livres. In the fubfcription they were taken

for the full value. As thefe a6lions becam.e part of the company's

fcock, and as the intereft of the billets was to be paid to them by

the King, this was efFedually a loan from the company to the

King of 100 millions at A^per cent.

The next ftep was to pay the intereft regularly to the company.

Upon this the acftions which had been bought for 170 livres, real

value, mounted to par, that is, to 500 livres.

This was afcribed to the wonderful operations of the bank

;

whereas it was v/holly owing to the regular payment of the intereft.

In May following 17 19, the Eaft India company was incorporated

with the Weft India company: and the 200,000 a6lions formerly

created, v/ere to be entitled to a common fhare of the profits of the

joint trade.

But as the fale of the iirft acTrions had produced no liquid value

which could be turned into trade (having been paid for in ftate

billets) a new creation of 50,000 new actions was made in June

1 7 1
9, and the fubfcription opened at i'fo livres payable in effective

coin.

The confidence of the public in Mr. Law, was at this time fo

great, that they might have fold for much more : but it was judged'

expedient to limit the fubfcriptions to this fum ; leaving the price

o£
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of the adlions to rife in the market, according to demand, in favour

of the original fubfcribers.

This money amounting to 27 500 000 livres in coin, was to be

employed in building of iliips, and other preparations for carrying

on the trade.

The hopes of the public were fo mvich raifed by the favourable

appearance of a moft lucrative trade, that more adions were

greedily demanded.

Accordingly in a month after (July 17 19) another creation was

made of 50,000 actions ; and the price of them fixed at 1 000 livres.

It mufl be obferved, that all adlions delivered by the company of

the Indies, originally contained an obligation on the company for

no more than /\per cent, upon the value of 5000 livres, with a pro-

portion of the profits on the trade ; fo that the rife of the actions pro-

ceeded entirely from the hopes of thofe great profits, and from the

finking of the rate of interefl; ; a confequence of the plenty of mo-

ney to be lent.

But befides the trade, what raifed their value at this time, was,

that jtift before the laft creation of adlions, the King had made over

the mint to the company for a confideration of 50 millions of livres j

and this opened a new branch of profit to every one interefted.

The fale of the lafl coined actions taking place at-ioop livres each,

fo great a rife feems to have engaged the Regent to extend his

views much farther than ever. To fay that he forefaw what was

to happen, would be doing him the greateil injuftice. He forefaw

it not, mofl certainly ; for no man could forefee fuch complicated

events. But had he conducted himfelf upon folid principles ; or by

the rules which, we now fay, common honefty required, he certainly

never would have countenanced the fubfequent operation.

The fourth creation of aclions' was in the beginning of Septem-

ber 17 19.

In the interval between the third aitd the fourth creation, the

Regent made over the general farms to the company, who paid

three millions and a half advanced rent for them. And the com-

pany
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pany obliged themfelves to lend the King (including the 100 mil-

lions already lent upon the firil creation of anions) the immenfe

fum of 1600 millions at 3 per cent, that is, for 48 millions intereft.

Now it is very plain, that before the month of September 1 7 1 9, it

was impollible they could lend the King fo great a fum.

They had already lent him, in September 1718, 100 millions, by

taking the billets d'etat for the fubfcription of the firfl creation of

a6Lions ; the fecond creation had produced coin, laid out in mercan-

tile preparations ; and the third creation of actions, at the llandard

value, v/as worth no more than 50 millions of livres : this was

their whole fcock. Where then could they find 1500 millions more

to lend ?

I therefore conclude, that at this time, the combination which I

am novj to unfold, mufl: have, more or lefs, taken place betv/een

the Regent and this great company.

The public was abundantly imbibed with the notion of the pro-

digious profits of the company, before they got pofJefTion of the

general farms. No fooner had they got that new fource of riches

into their hands, than they promifeda dividend of no lefs than 200

livres on every adion, which was ten times more than was divided

on them when at firfh created.

The confequence of this v/as, that (fuppofmg the dividend per-

m.anent and fecure) an a6lion then became as well worth 5000 livres

as at fnfi it was worth 500 livres ; accordingly to 5000 did it rife,

upon tl?e promife of the nev/ divic: ris.

But what could be the m_otive of tj;'; company to promife this

dividend, only three months after their CK;ibliiliment ? Surely, not

the profits upon a trade which was not as yet opened. Surely, not

the profits upon the King's farms ; for thefe profi.t3 it was greatly

their intereft to conceal.

Their views lay deeper. The Regent perceived that the fpirit of

the nation was too much inflamed, to fuffer them to enter into an

examination of the wonderful phenomena arifing from the efta-

blifliment of the bank, and company of the Indies. If the com-

pany
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pany promifed 200 livres dividend, the public concluded that their

profits would enable them to pay it ; arad really in this particular

the public might be excufed.

The plan, therefore, concerted between the Regent a.nd the com-

pany feems to have been, to raife the actions to this great vahie,

in order to fufpend a greater quantity of notes in circulation.

This was to be accompliihed, i. by the Fiegent's purchafing the

actions himfelf from the company ; 2. by borrowing back the notes

he had paid for them, in order to fill up the loan which the com-

pany had agreed to make ; 3. to pay off all the public creditors

with thofe notes fo borrowed back .; and 4. when the nation v/as

once filled with bank paper, to fell the ac^tions he had purchafed

from- the company, to withdraw his ovv'n paper, and then deilroy it.

By this operation the whole debts of France were to be turned

into adions ; and the company was to become the public debtor,

inftead of the King, who would have no more to pay but 48 mil-

lions of intereft to the company.

By this operation alfo, the Regent was to withdraw all the bank

notes v\/-hich he had iliued for no other value but for the payment

of debts ; v/hich notes were demandable at the bank 1 and for the

future, he was to iflue no more (I fuppofe) but for value preierved.

CHAP. XXX.

liiqulry into the Motives of the Duke of Orleans in cornertiJig the

Pia?t of the Mijpfippi.

I^^T OW if we examine the motives of the Regent, with regard to

1- '^ this plan, and fuppofe that he foreiaw all that was to happen

in confequence of it ; and if we alfo fuppofe that he really believed

that the comjiany never could be in a fituation to make good the

dividend
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dividend of 200 livres, which they had promifed upon their adlions ;

in a word, if we put the worft interpretation upon all his adions,

we mull conclude that the whole was a moll confummate piece of

knavery.

But as this does not appear evidently, either by the fucceeding

operations, or ultimate confequehces of this fcheme, I am loth to

afcribe, to that great man, a fentiment fo oppofite to that which

animated him, on his entrance upon the regency, when he nobly

rejeded the plan propofed to him for expunging the debts alto-

gether.

I may therefbre fuppofe, that he might believe that the com-

pany to whom he had given the mint, the tobacco, the farms, and

the trade of France, and to whom he foon after gave the general

receipt of all the revenue, might by thefe means be enabled to

make good their engagements to the public. I fay, this may befup-

pofed ; in which cafe juftice was to be done to every one ; and the

King's debts were to be reduced to 48 millions a year, inllead of

80 millions.

That this is a fuppofeable cafe, I gather from Dutot, who gives

us an enumeration of the revenue of the company. Vol. I. p. 162.

as follows

:

Revenue of the Company of the Indies.

Intereft paid to the company per annum - - 48 000 000

Profits upon the general farms - - - 15 000 000

Ditto upon the general receipt of other taxes - i 500 000

Ditto upon the tobacco ----- 2 000 000

Ditto upon the mint - - - _ - - 4 000 000

Ditto upon their trade _ _ _ _ - 1 0000 000

In all of yearly income _ . - . - 80500000
Now if we fuppofe the intereil of money at 3 per cent, this fum

would anfwer to the capital of 2664 millions, which was more than

all the debts of the kingdom, for which they were to become an-

fwerable.

VOL. IL ' LI Upon
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. Upon this view of the matter, I fay, it luas poj/tb'k, that the Re-

gent might form this plan, %¥ithout any intention to defraud the

creditors ; and more I do not pretend to affirm.

I have faid that he purpofely made the company raife the price

of their aftions, in order to draw more notes into circulation.

To this it may be objected, that he might as well have paid off

tlie creditors with bank notes, without going this round-about way
to work ; and have left them to purchafe the actions diredtly from

the company.'

I anfwer, that fuch an operation would have appeared too bare-

faced, and might have endangered the credit of the bank. Whereas
in buying the actions, which were run upon by every body, the

ftate only appeared defirous of acquiring a fliare of the vail profits

to be made by the company. Farther,

. As the company appeared willing to accept of bank notes from

the fiate, in payment of their actions, this manoeuvre gave an addi-

tional credit both to the actions, and to the notes ; a thing very ne-

celTary to be attended to, in a fcheme which was calculated to bring,

about a total transformation of the fecurity for the King's debts.

I muft however obferve, that at the period concerning which we
are now talking, (viz, at the time the company promifed the divi-

dend of 200 livres per :i€tion) the plan we have been defcribing-

could not have been carried into execution.

There were at that time only 400,000 acflions created, rated at

777 millions : of thefe were difpofed of at leail 250,000, ,to wit, the

original 200,000 ; and the fecond creation of 50,000, fold for coin.

Befides, there v/ere then only coined in bank notes for 520 millions,.

So there was not a pofiibility of executing the plan I have men-

tioned, as matters then flood.

It is from the fubfequent operations of the fyilem, that it appears

evident tliat this and this only could be the intention.

We fliall fee hovv' the number of aftions were multiplied, without

any other view than to make the public imagine, that the funds ne-

cefTary for carrying on the trade of the company Vv'ere immenfe.

I.
' The
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The number of the actions fold to- the public was very incon-

fiderable, compared with tliofe fold to the Regent, and found in

his hands at the blowing up of the fyflem.

Befides, at the period when the number of actions was carried

to the utmoft, viz. to 624,000, the bank notes bore no proportion

to their value ; for, on the 4th of Odober 1 7 1 9, when the laft crea-

tion of actions was made, the bank notes did not exceed the fum
above fpecified, to wit, 520 millions.

But in tracing the progrefs of the fyftem upon the table, we
perceive, that after the aftions were once carried to their full num-
ber, (Odlober 4th, 171 9) then the coining of bank notes began

at a moft prodigious rate ; in fo much, that by the month of May
1720, they were increafed from 520 millions, to above 2696 mil-

lions ; and all this fum, except 461 millions, were found in circu-

lation.

Farther : We fhall fee, that when the Regent and the company

made out their accompts, there were found in the Regent's hands

no lefs than 400,000 adtions, which were burnt ; and 25 millions

of interell upon the fum of money due by the King to the com-

pany, extinguifhed.

Thefe fadls prove beyond a doubt, that thefe 400,000 adrions had

been bought with the notes coined pofterior to the 4th of Ocftober

1 7 1 9 ; otherwife the actions could not have become the property

of the flate.

Befides, it was acknowleged publicly, that the notes were coined

for that purpofe. (See Dutot, Vol. I. p. 144.) hi the next place^

it is evident, that the notes which had been given in payment for

thofe adlions, had been borrowed back, to fill up the loan of 1600

millions of livres ; v/hich the company never could have other-

wife lent to the King. And in the laft place, it is certain that the

public debts v<^ere paid off v/ith thefe notes, fo borrowed back

from the company : becaufe we fliall find the notes in circulation

at the blowing up of the fyftem, in May 1720; and we iliall fee

how they were paid and Vv^ithdrav/n in October following,,

L 1 2 This
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This detail I own is a little long, and perhaps too minute :_ but I

thought it necefTary to prove the folidity of, my conjectures con-

cerning the Regent's motives in concerting this plan; which no

French author, that ever I faw, has pretended to unfold, except by

hints too dark to be eafily comprehended.

What is now to follow,- will Hill fet my conjedures in a fairer

light. We have feen already from the table, with what rapidity

the creation of actions went on from the 1 3th of September to the

4th of 06lober 1719,. No lefs than 324,000 were created in that

interval.

Yet Dutot, vol. ii. p. 169, et feq. pofitively fays, that on the 4th

of October, the company had not fold for more than 182,^00,000

livres of their actions. Now the total value, as they were rated

when created, extended to 1,797,500,000 ; fo there was little more

than one tenth part of the value fold off.

Why therefore create fuch immcnfe quantities of aftions, and

ib far beyond the demand for them, but to throw dull in the eyes

©f the public ; to keep up the fpirit of infatuation y and to pave

the way for the final execution of the plan ?

The a<5tions being brought, by four fucceffive creations,, of the

13th and 28th of September, the 2d and 4th of Odobei', to their

full number, the company, during that interval, obtained the ge-

neral receipt of the whole revenue. Thus, fays Dutot, vol. ii.

p. 197. the company was intrufted with the whole revenue, debts

and expences of the flate, and all unnecefTary charge was avoided

in collefting and adminiftring it.

In the month of November 17 19, the credit of the bank, and of

the company, was fo great, that, the actions rofe to lo^ooo livres>

Notwithflanding, fays Dutot, vol. ii. p. 1 98. that the company did

what they could to keep down the price, by throwing into the mar^

ket, in one w^ek, for no lefs than 30 millions. He affigns feven

different reafons for this, which, all put together, are not worth-

one ; to wit, that the Regent was ready to buy up every one that

ky upon hand, in concert with the company.
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rf the company had been iiTcUned to keep down the price of the

anions, they had nothmg more to do than to dehver part of the

vaft number they ftill had unfold, at the ftandard value of 500Q

Hvres, at which they were rated when created ; and: this would

have efFe6lua.lly prevented their rifing to 10,000 livres.

But it was the intereft of the Regent, who was at that time well

provided with aclions, to ftock-job, and to buy with one hand,

while he was felling with the other : thefe operations were then

as well known in the llreet called Quinquempoix, as now in Change-

alley.

As a proof of the juftnefs of my allegation, that the- Regent was

doing all he could to raife the price of the actions, Dutot informs

us, in the place above cited, that the bank, at this very time, was

lending money, upon the fecurity of actions, at 2 per cent. If that

was he cafe, how was irpoilible that an adlion, with 200 livres divi-

dend, fhould fell for lefs than 10,000 livreSj which is the capital cor-

refponding to 200 livres, at 2 per cent. ?

This is evident ; and were it neceffary, it may be proved to de-

monftration, that the rife of the adlions v/as the confequence of 2i.

political combination.

But If money, at that time, came to bear no more than 2 per cent.

and if the company was able to afford 200 livres upon the action -,

where was the inequity of raifmg the a<5tions to 1 0,000 livres ? I cou'-

fefs I can fee none, nor do I perceive either the impoflibility or-

improbability of the two poftulata, had matters been rightly con-

duced.

As to money's falling to 2 per cent, any man of 20 years old may
expe(5t to fee it, without a MiJJifftppi r and as for the payment of the-

dividends, there never were in the hands of the public, nor ever

could be, had all the creditors of the 2000 millions of public debts

invefted in actions at 10,000 a-piece, one half of 624,00(3 actions

difpofed of: confequently, the 200 livres dividend would not have

amounted, upon 312,000 acftions, to more than 62,400,00a livres r

andi
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and the revenue of the company, as we have feen, exceeded 80

millions a year.

This ftill tends to vindicate the Regent from the grofs imputation

of fraud, in the condudl of the Miffilippi.

But what ftiould flill more exculpate that prince, in the eyes of

every impartial man who examines the whole con.du6l of the af-

fair, is the uniform fentiments of the moil intelligent men in

France concerning the do6lrine of money and credit.

When we find Dutot, who wrote againft the arbitrary change

of the coin ; and De Melon, the Regent's man of confidence and

fecretary, who wrote for it, two perfons confidered in France

as moft able financiers, both agreeing, that during the operations

of the fyftem, money never was to be confidered but according to

denominations ; that there was nothing againft good policy in

.

changing the value of thefe denominations ; and that paper-

money, whether ifiued for value, or for no value, or for the pay-

ment of debts, was always good, providing there ivas coin enough in

France for the changing of it, although that coin did not belong to

the debtors in the paper ; when thefe principles, I fay, were

adopted by the men of penetration in France ; when \'fe find them

publiihed in their writings, luany years after the Regent's death,

as maxims of what they call their credit public ; I think it would be

the higheft injuftice to load the Duke of Orleans with the grofs im-

putation of knavery, in the Mifilfippi fcheme.

Law no doubt Taw its tendency. But Law faw alfo, that credit

fupported itfelf on thofe occafions, where it ftood on the moft

ticklifti bottom : he faw bank notes to the amount of more than

two thoufand millions, ilFued in payment of the King's debts,

without occafioning any run upon the bank, or without ftiggefting

an idea to the public that the bank fliould naturally have had fome

fund, to make them good : he faw people, who v^^ere in pofieifiori

of a value in paper exceeding 6000 m-illions of livres, 60 to the

marc, (Dutot, vol. i. p. 144.) look calm and unconcerned, when,

in one day, the coin was raifed in its denomination to 80 livres in

the
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the marc ; by which operation, the 6000 milHons of the day before

loll 25 per cent, of their real value. He faw that this operation did

not in the leaft afFeft the credit of the bank paper j becaufe people

minded nothing but denominations.

He faw farther, that by the operation propofed, the whole debt of

the King would be transferred upon the company. He faw that thefe.

debts, being turned into bank notes, would not be fufEcient to buy

above 200,000 adlions, at the value they then fold for. He knew that

the Regent, who had bought 400,000 of thefe acT;ion3 at 5000 livres

apiece, that is, at half price, would remain in polTefHon of 200,000

adlions, after felling enough to draw back the whole of the bank

notes ilTued for the payment of the debts ; and he faw that the com-

pany of the hidies had a yearly income of above 80 millions to enable

them to make good their engagements : befides, he faw a power

in the King to raife the denominations of the coin at will, without

fhocking the ideas of his people, by which means he might have

paid the 2000 millions with one louis d'or. Put all thefe circura-

Hances together, and I can imagine that Law's brain was turned;,

that he had loft fight of all his principles ; and that he might, be-

lieve that his former common fenfe, was, at that time, become'

abfolute nonfenfe in France.

Tiiat common fenfe may becoine nonfenfe, is a thing by no

means peculiar to France, but quite peculiar to man.

I fliall offer but one argument more, to prove that the Duke of.

Orleans, and Law, could have no premeditated defign of defraud-

ing the public, by thefe wonderful operations ; which is, that

admitting the contrary, vrould be allowing them an infinite fupe-

riority of,underftanding over all the reft of Europe.

Until the bubble burft, no body crjuUi know where it was to

end: every thing appeared very extraordinary indeed j and the

fatal cataftrophe might have been expected from the greatnefs of

the undertaking, merely. But if there had been any roguery in.

the plan itfclf, it muft have appeared palpable long before ; be-

cau-fc-
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caufe the whole of the operations in which only it could conlifl,

were public.

All the notes were created by public adl of council ; fo were the

a6tions : the loan of 1 600 millions to the King, by the company,

was a public deed ; fo was the alienation in their favour, of 48 mil-

lions for the intereft of that fum. Notes were avowedly coined in

order to purchafe adions, (Dutot, Vol I. p. 144.) the creditors were

avowedly paid with bank notes, at a time when it was forbid to

have 500 livres in coin in any perfon's euilody ; confequently, it

was alfo forbid to demand coin for bank notes.

Now all this was going on in the months of February, March,

April, and the beginning of May 1 720 ; and no fufpicion of any

failure of credit. The coin alfo was fometimes raifed, fometimes

diminiflied in its value, and flill the fabric Hood firm.

Under thefe circumftances, to fay there was knavery, is to fay

that all the world were abfolutely blockheads, except the Regent

and John Law : and to that opinion I never can fubfcribe.

It may feem furprifmg that I Ihould take fo much pains to vindi-

cate the two principal conduflors of that fcheme. My intention is

not fo much to do juftice to their reputation, which has been grofsly

calumniated by many, who have written the hiftory of thofe times,

as to prove, that an ill concerted fyliem of credit may bring rtiin

on a nation, although fraud be out of the queftion : and if a nation

be plunged into all the calamities which a public bankruptcy can

Qccafion, it is but a fmall confolation to be afTured of the good in-

tentions of thofe who were the caufe of it.
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C H A R XXXI.

Continuation of the Account of the royal Bank of France^ until

the total Bankruptcy on the 2ifi of May ly 20.

INOW refume the thread of my ftory. We left oiF at that period

when the credit of the company and of the bank was in all its

glory, (November 1 7 1 9) the adlions felling at 10,000 livres ; divi-

dend 200 livres a year /)fr adlion ; and the bank lending at 2 per

cent. : all this was quite confiftent with the then rate of money.

In this ftate did matters continue until the 22d of February 1720,

when the bank was incorporated with the company of the Indies.

The King Hill continued guarantee of all the bank notes, none

were to be coined but by his authority : and the controller-general

for the time being, was to have, at all times, with the Prevot des

marchands of Paris, ready accefs to infpedl the books of the bank.

As the intention, at the time of the incorporation, was to coin a

very great quantity of notes, in order to buy up the anions ; and

to borrow back the money, in order to pay off the creditors ; it was

proper to gather together as much coin as poffible, to guard againft

a run upon the bank : for which purpofe the famous Arret de Confeil,

of the 27th of February 1720, was publiflied, forbidding any per-

fon to keep by them more than 500 livres in coin.

This was plainly annulling the obligation in the bank paper, to

pay to the bearer on demand thefmn fpecifed, infibuer coin.

Was it not very natural, that fuch an arret ftiould have, at once,

put an end to the credit of the bank. No fuch thing however hap-

pened. The credit remained folid after this as before ; and no body

minded gold or filver any more than if the denomination in their

paper had had no relation to thofe metals. Accordingly, many, who
had coin and confidence, brought it in, and were glad to get paper

for it.

VOL. n. M m The
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The coin being colleded in about a week's time, another Arret ck

Confeil, of the ^th of March, was iffued, railing the denomination

from 60 livres to 80 livres the marc. Thus, I fuppofe, the coin

Avhich the week before had been taken in at 60 Hvres, was paid

away at 80 : and the bank gained 334 per cent, upon this operation.

Did this hurt the credit of the bank paper ? Not in the leaft.

So foon as the coin was paid away, which was not a long ope-

ration, for it was over in lefs than a week ; another Arret de Confeil^

of the I ith of the fame month of March, came out, declaring that,

by the firfl of April, the coin was to be again reduced to 70 livres

the marc, and on the firll of May to 65 livres. Upon this, the coin,

which had been paid away the week before, came pouring into the

bank, for fear of the diminution which was to take place the firil

of April. In this period of about three weeks, the bank received

about 44 millions of livres ; and thofe who brought it in thought

they were well rid of it.

It was during the months of February, March, and April 1720,

tliat the great operations of the fyfhem were carried on.

We may fee by the chronological anecdotes in the 36th chapter,

what prodigious fums of bank notes were coined, and iffued during

that time. It was during this period alfo, that a final conclufion was

put to the reimburfmg all the public creditors with bank notes : in

confequence of which payment, the former fecurities granted to

them by the King, imder the authority of the parliament of Paris,

were withdrawn and annulled.

Here then we -have conducted this fcheme to the laft period.

There remained only one ilep to be made to conclude the opera-

tion ; to wit, the fale of tlie acStions, which the Regent had in his

cuftody to the number of 400,000.

Thele were to be fold to the public, who were at this time in pof-

feffion of bank notes to the value of 2 235 083 590 livres. See the

foregoing table.

Had the fale of the actions taken place, the notes would ail have

returned to the bank, and there have been deflroyed : by which

^ operation.



Chap. XXXI. OF POLITICAL OECONOMY. 2^7

operation, the company would have become debtor to the public

for the dividends of all the a6lions in their hands, and to the King
for all thofe which might have remained in the hands of the Regent.

Thefe proportions we cannot bring to any calculation, as it would
have depended entirely on the price of the actions during fo great

an operation ; and on the private conventions between the parties,

the Regent and the company.

But alas ! all this is a vain fpeculation. The fyilem which hitherto

had Hood its ground in fpite of the moft violent iliocks, was now to

tumble into ruin from a childifli whim.

In order to fet this ftroke of political arithmetic in the moft ludi-

crous light poffible, I muft do it in Dutot's own words, uttered with

a fore heart and in fober fadnefs.

He had faid before, that the coin of France was equal to 12^0

millions of livres at 60 livres the marc. This marc was nov/at*^^^

livres (in May 1720, as above) fo the numerary value, as he calls it,

(that is the denomination) of the'coin was nov/ rifen to i 300 000 000;

but the bank notes circulating in the month of May were carried

to 2 6()6 400 oco ; then he adds,

" The 1300 millions of coin ivhich ivere in France, were very far

" from 2696 millions of notes. In that cafe, the fum of notes was
*' to the fum of coin, nearly as z~-j. are to i ; that is to fay, that 207

" livres 8 fols i-^ denier in notes, was only worth 100 livres in coin;

" or otherwife, that a bank note of 100 livres, was only worth 48
" livres 4 fols 5 deniers in coin, or thereabouts." Would not any

iTLortal conclude from this, that the whole fum of 1303 millions had

been in the bank, as the only fund for the payment of the paper ?

This is a laboured equation, and from it we have a fpecimen of

this gentleman's method of calculating the value of bank paper

:

but let us hear him out.

" This prodigious quantity of money in circulation, fays he, had
" raifed the price of every thing exceffively : fo in order to bring

" down prices, it was judged more expedient to diminiili the deno-

" mination of the bank notes, than to raife the denomination of

M m 2 " tlie
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" the coin ; becaufe that diminiflied the quantity of money, this

" augmented it."

This was the grand point put under deliberation, before the fa-

mous arret oi the 21ft of May was given, viz. whether to raife the

value of the coin, which did not belong to the bank, but to jhe French

nation, to double the denomination it bore at that time, that is, to

130 livres the marc, by which means the 1300 millions would

have made 2600 millions, or to reduce the 2600 millions of bank

notes to one half, that is, to 1300 millions, the total denomination

of the coin.

To fome people it would have appeared more proper, to allow mat-

ters to Hand as they were, as long as they would ftand, at leaft until

the adlions had been all fold off; but this was not thought proper.

After a moft learned deliberation, it was concluded to reduce the

denomination of all the paper of France, bank notes as well as

actions, inftead of raifing the denomination of the coin ; and this

becaufe prices were in proportion to the quantity of the denomina-

tions of money.

The arret was no fooner publifhed than the whole paper fabric

fell to nothing. The day following, the 2 2d of May, a man might

have ftarved with a hundred millions of paper in his pocket.

Tliis was a cataftrophe the like of which, I believe, never hap-

pened : it is fo ridiculous that; it is a fubjecR; fit only for a farce.

Here Dutot's lamentations and regrets are inimitable.

In one place he fays, " Credit was too far ilretched to be folid. It

'' was therefore proper to facrifice one part, to give a folidity to the

" other. Even this was done ; but the confequences did not cor-

" refpond to the intention. Confidence, which is the foul of credit,

" eclipfed itfelf, and the lofs of the bank note, drew on the lofs of

" the a(5lion."

In another place be fays, " This arret oi the 2ril of May, which ac-

" cording to fome blejjoit Tequite" (a very mild expreffion !)
" dellroyed

" all confidence in the public j. becaufe the King had diminifhed

" one
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" one half of that paper money (the bank notes) whicli had been
" declared fixed."

Is it not a thoufand pities that confidence ftiould have difappeared

upon fo flight a wound given to equity, only in the opinion of

fome ? For Dutot thought the operation perfeflly confident with the

principles of public credit.

He tells us, that a letter was writ to calm the minds of the

people, and to Ihew them how abfurd it was, to allow the paper to

be fixed, while the coin varied : but, fays he, " as there was a reve-

'\ nue attached to the action, the value of that paper did not depend
" fo much upon the capital, as on the fum of the intereft." Very

juft. But were the dividends to ftand at 200 livres, without fufFering

the fame diminution as the a(5tion I And how was confidence to

fubfifi: in a country, where the denominations of both the paper

and the coin were at the difpofal of a minifler I

The diminution upon the paper, by the an-et of the 2ifl: of May,

raifed a moft terrible clamour ; and Law became the execration of

France, infl;ead of being confidered as its faviour. He was banifhed,

and reduced to beggaiy the fame day.

\¥hat profit could either the Regent, or Law, have reaped from the

fuccefs of fuch an operation ? Had the coin been railed to 130 livres

the marc, no hurt would probably have enfued, and the fame efire<5t

would have been produced.

Had matters been left without any change at all, no bad confe-

quences would have followed : thefe exifted only in the heads of

the French theorifis. There was, indeed, twice as much money in

bank notes as in coin, in the whole kingdom of France : and what
then ?

When the Regent faw the fatal effecTis of his arret of the 2 ill

of May, he revoked it on the 27 th of the fame montli. On the

29th, he raifed the coin to 82 livres 10 fols in the marc, and re-

eftabliihed all the paper at its former denomination : but, as Dutot

has laid, confidence was gone, and was no more to be recalled.

Nothing
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Nothing furprifes me, but that flie lived fo long under fuch rough

management.

Dutot, in talking of this augmentation of the coin, on the 29th of

May, to 82 livres 10 fols, fays, " This operation was confiftent with
" the principles of public credit, and advantageous. They would
" have done better had they pufhed the augmentation to 135 livres

" the marc; which would have made the fpecie of France equal

" to the fum of bank notes." Thefe are his words, p. 165.

Are not thefe very fenfible principles, coming from a man who
has writ a book, which indeed few people can underlland, in order

to prove the great hurt of tampering with the coin of France?

CHAP. XXXII.

CGnclufion of the Mijfijippi Scheme.

T'
HE Regent, perfuaded that the blunder of the aift of May was

abfolutely irreparable, fell to work next to clear accompts

with the company.

He owed them 1600 millions capital, and 48 millions a year of

intereft upon it.

On the other hand, he had in his poiTeffion no lefs than 400,000

aftions', which at 2co livres dividend, which the company was

obliged to pay, amounted to 80 millions a year.

How the Regent and the company fettled matters, I do not know
precifely. This, however, is certain, that by the arret of the 3d of

June 1720, the number of 400 000 adlions, belonging to the Regent,

were burnt ; and 24 000 more which had been created by his parti-

cular order, the 4th of Odober 1719, and never delivered to the

company, were fupprelTed.

On
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On the other hand, the company cpded 25 millions a year, of the

48 millions which had been transferred to them.

That fum was conftitiited anew upon the town-houfeof Paris, as

a'fund to be fubfcribed for by the proprietors of bank notes, at

the rate of 2i- per ce?it. or as the French call it at the 40th penny.

(Dutot, p. 168) In confequence of this, 530 millions of bank notes

were fubfcribed for, and paid in, in the month of June 1710.

After the defhruftion of the 400,000 adlions, the credit of the bank
notes languiflied until the icth of 0(5lober 1720.

The obje6l '
for which they were created was" now gone. The

whole fcheme of transferring the King's debts upon the company
vaniflied in the conflagration of the a6tions. What was then to be

done ?

The bank was at an end : 2235 millions of difcredited bank notes

in circulation, and a fmall fum of coin to make them good, v/as a

fituation which no authority could long fupport.

The refolution then was taken to put a final conclufion to this

great affair ; to bid a long farewel to credit and confidence ; and to

return upon the old fyftem of rents upon the town-houfe of Paris ;

and of coming at money in the beft way they could.

AVe flaall now fee how this was accomplifhed ; and- from that

form a pretty good guefs at the extent of the fraud committed, with

refpecL to the creditors of France ; not fo much, I think, from any

intrinfic defect in the MifTifippi fcheme, as from the diflrefs the na-

tion was thrown into, by the ignorance of thofe who over-ruled

John Law in condu<5ting it.

We have feen how the actions were reduced to the number of

200,000 ; we mufl now give an account of the deplorable fate of the

bank notes.

Ey the arret of loth of Odober 1720, all bank notes were entirely

fupprefTed ; and it was declared, that after the iR of December fol-

lowing, they were to have no courfe whatfoever.

Here follows the arrangement of this great affair, viz. the liqui-

dation of 2 696 400 000 livres of bank notes as regulated by this arret.

imo, Of
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imo, Of the above total of notes coined, there remained in the

bank at that time, for _ - . - 707 327 460 livres. -

2.do, Siibfcribed for at 2~ per cent, in June 1720 530 000 000

^tio, Carried to the bank by private people as

a fund of credit there - - - - 200 000 000

4/^0, Paid in coin by the bank - - 90 000 000

I 527 327 4^0

This ^um of notes was ordered to be burnt by the arret of the

loth of 06tober.

The remainder ftill in the hands of the pubHc, fays the arret, was

to the amount of i 169 720 5'40 livres, and the King declares, that

the holders of them might employ them as follows

:

lino, In purchafmg the remainder of the fubfcription of 25' mil-

lions of rents on the town-houfe of Paris, at 24.

fer cent, hide --._-- - 470 000 000 livres,.

ido, In purchafing a farther fum conllituted

on the town-houfe of Paris, of 8 millions of

perpetual annuities, at the rate of 2 per cent, or

at the 50th penny ----- 400 000 coo -

2tio, In purchaling a farther fum conftituted

on the town-houfe of Paris, of 8 millions of life-

rent annuities, at 4 per cent, or at the 25th -

penny - - _ - - - _ 100 000 000

Thefe fums amounted to _ . - 970000000

Sum above ----- i ^27 327 460

. Together ------ 2 497 327 460

There Itill remained outftanding about 200 millions of bank

notes.

Thefe were ordered to be difpofed of in feveral different ways,

mentioned ia the arret of the loth of Oftober ; which it would be

needlefs to mention, as it would require a long explanation to make

the thing underflood : let it fuffice that there was an outlet provided

for them, which brought in between 2 and 3 per cent.

Thus
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. Thus we fee the conclufion of the whole affair.

At the beginning, the King's debts flood at 2000 millions capital,

and 80 millions interell very ill paid.

At the end of the fcheme there had been coined of notes

about - - - - - - -- 2696 millions.

Of which in the bank, Odober 10, 1720 707 mil.

And paid in coin - - - _ po

This fubftradled - - - - 7P7 millions.

There remained outftanding in bank notes * 1899 millions.

Add to this 100 millions Hill due by the King

to the company for the billets d'etat withdrawn in

,
conftituting the firll 200,000 a(5tions which ftill fub-

fifted, and for which the company was to receive

^percent. ------- 100 millions.

So the capital of the King's debts remained at 1999 millions^

Balance gained by the whole operation - i million.

Confequently there was little or no fraud as to the

capital -----.. 2000 millions.

Let us next examine the flate of intereft.

The interell at the laft was, -

imo, Of rents conilituted in June 1720, on the town-houfe, at

i\ per cent, or at the 40th penny - - - 25 millions.

zdo. Ditto of the icth of Odtober 1720, at 2 per cent.

or at the 50th penny - - - - - - 8 millions.

. Carry over 33 millions.

* There are, however, in France at this day, many perfons who are fl:i!I in pofkfTion

of large fums of thofe notes. This makes fome people believe, that all the paper was

called down without any equivalent given. The renfon of thofc not. s remaining,' is,

that either the proprietors negledted the occaHon offered by the arret of the icth of

Odober, or that they were in hopes that perhaps the bank mieht again recover its as-

dit. They were millaken, and the notes are loll.

VOL. IL N n Brought
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Brought over 33 millions.

2,tio, Ditto at ditto upon lives at 4 per cent, or at the

25th penny __- - -_ . 4 millions.

4?(?, Due to the comfsany upon the original flock- of

100 millions ftill paid them at this day at s p^*' cent. 5 millions.

Sto, For the 200 millions of credit at the bank, fup-

pofe at the rate of 3 per cent. ~ - - - 6 millions.

6to, For the laft 200 millions provided for in different ...
ways, fuppofe at 2.1 per cent. - ' - - S millions.

-jto, Allowed to the company to indemnify them for

the lofs they fiiflained by thefe arbitrary ways of

reckoning with them, 80 millions at j- per cent, flill

paid them -^ - - - - - 4 millions*

57 millions.

The interefl at firft was - - 80 millions

The interefl at lafl was. - - 57 ihillions'

Defrauded by the fcheme - - 23 millions a year.

This is (as near as I can guefs at it) the Hate of the French bank-

ruptcy in 1720.

The creditors were rohhed of 23 millions a year. I call it robbed^

becaufe the interefl due to them was diminiflied by that fura, with-

out their confent, and in confequence of the mofl arbitrary pro-

ceedings ; whereas, had the fyflem been condu6led with ability,,

the whole of the debts would have been brought to an interefl of

48 millions, inflead of 57, and no body would have complained of

injuflice.

Money likewife might have been brought to 2 per cent. The
1 600 millions borrowed of the company at 3. per cent, would then

have been reduced to two^ which would have brought the 48 mil-

lions of interefl, upon the whole, to 32 millions: and France, from

being reduced to beggary by the King's wars, v/ould have become

the mofl flourifhing flate in Europe. i

Let
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Let us next guefs at what may reafonably be fuppofed to have

been the largeft fum. of coin ever collected in this bank.

I imagine that the far greater part of all the coin fuppofed to be

in France during the Miffifippi fcheme, remained in private hands,

without ever coming into the bank. My reafon for being of this

opinion is,

Law never could have had more than the value of his original

ftock, and all the value of notes he had in circulation.

It is abfurd to imagine he ever lliould have had the half, or near

it ; but let me fuppofe it,

The bank flock was ----- 6 millions.

The notes he ilTued were - - - - 59 millions.

In all - - - " - - - - ^ 65- millions.

This is a trifle compared with 1200 millions.

Next for the united bank. The time at which the greatefl quan-

tity of coin was colle(5led, mufl have been when all credit failed,

that is, on the 2ifl of May 1720.

At that time coin was taken out of commerce : every one was

forbid to have above 500 livres in pofleflion ; and every operation

had been ufed to call it in.

At this time, we know that all the notes coined were ifTueJ, ex-

cept to the value of 461 316 4-10 livres.

Now we have feen that on the icth of Oflober following, there

were in the bank to the value' of 707 327 460 livres.

Let me, therefore, fuppofe, that from the 2ifl: of May to the loth

of October, the-bank-paid away in coin, the difFerehce between thefc

twofura-s; to Wit, _ _ _ _ - 24^ 01 1 050 livres.

. Ad^ito-^thsi-c-fiinS what was then in the bank, viz. 90 000 000

Sum - _ - - _ _ 336 01 1 050

This fiim is all we pofHbly can fuppofe to have been in the bank

on the 2 iff of May, when credit failed.

"VVe miufl' reckon this fum of coin at 82 livres 10 fols per marc,

the then value ; v/hich makes about 8 146 600 /. flerling. A large

N n 2 fum,
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ftini, no doubt ; but little more than 4 of 40 millions ilerling, the

value of 1200 millions of livres, at 60 to the marc, as has been faidi.

Confequently, either thofe 40 millions fterling were not then in

F^-ance, or the greateft part of the fum had. remained in private:

hands during this whole operation.

In this light I fee the Miilifippi fchenic. I may, no doubt, be-

miflaken in many things : the lights, or rather the glimmerings,,

by which I laave been Gondu6^ed thraugh this inquiry, mull plead^

my excufe.

But it is not fomuch fadts as principles, Lhave been inveftigating-

through this whole difquifition ; and the imperfedt account I have

been able tO' give of the former, wiH at kaft point out, I' hope, the

notions which the French nation,, at that time, had of the latter. If:

the contrail between French principles, and thofe I have laid-down,,

tend to call any light upon, the fubjedl of paper credit in. general,,

my end is accompliftied : if they ever prove of ufe to mankind,. I.

£hall not think my labour loft,

e H A p. XXXIII.

Wfy Credit felli and how it. might/ have bemfuppprttd^,

I
SHALL, now make a few general obfervations upon the totaL:

and fudden fall of credit in France in May 1720:: and I fhall-

fuggell the means by which, I think, it might,have, been fuftained,,.

even after all the precee.ding mifmanagement.

,

Was it any wonder that the French fliould be aftoniflied at this

.

prodigious revolution, at this immenfe value of paper on the 21ft.

of May, and at the total difcredit of every bit of it the. day fol^.

lowing?

If:
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If there was a value, faid they, what is become of it ? If there"

never was any value, how could a nation be fo deceived? I'his

phenomenon has puzzled many a head ; but the nature and prin-

ciples of credit furnifli an eafy folution of it.

In deducing the principles of credit, vfe have fliewn that a per-'-

manent and ivell feciired fund of intereft is ahvays equal in value to a cor—

rfponding capital.

The difference between a permanent and well fecurcd fund, and a'-

precarious a.nd ill fecuredfund, confifls in this, that the firft never can*

difappear, and the other may.

Now the fund, in this cafe, was at firff real znd did'exift; but it

was rendired precarious, by a blundering adminiftration : then-

credit failed, and in that convulfion, the fund of interefl: was frau-

dulently diminifhed by an acT: of power.

Had the true principles of credit been imderflood in France, the

bank notes and adlions might have been fupportedj even after the

arret of the 2 1&. of Maj: and air the monllrous valiie of paper,

,

raifed fo high by the low rate of interefl, might have been pre-

ferved: confequently that value, ia capital, realfy exifed relcLtively tO'

the rate of intereft:

As the obje<5t of the prefent difquifition into the. principles upom
which the Miflifippi fcheme was conduced, is only intended as am
illuftration of the principles of credit in general ;. I fhall firft account

for the wonderful phsenomenon above mentioned, and then Ihew

Ix)W, ill the greateft of all the French diftrefs, their credit might;

hav€ been re-eftabliflied in a more folid manner than ever.

As to thewonderful phsenomenon of the prodigious ivealth'creRtedl

by the fyftem, and annihilated in one day, L anfwer, that there

had been no creation of wealth at all, except in confequence of the

fall of interefl:.

imo, We have feen that at the death of the late King of France,

the intereft of his debts amounted to 80 millions. Was not this a

fund which ought to have, been made. folid and permanent? Will'

anyy
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any man fay, that a regular plan of paying this interefl was a

means of creating new wealth ? Certainly not.

ido, Thefe debts were fecured by contraBs of conjlltiition of annual

rents upon the toivn-houfe of Paris: a fecurity taken in the name

of a particular creditor, which requires a form of law to

transfer.

By the fcheme we have been explaining, all thefe fecurities were

changed : and inllead of conftitutions of rent, bank notes, in which

the King was equally debtor, were given.

Will any man fay, that this was the means of either increafing or

diminifhing the wealth of France ? Certainly not. A man who has

a good bond in his pocket is as rich before it is paid with bank

notes as after : but he has not fo much money in his hands ; be-

caufe the bond is not money, and the notes are.

-^tio, We have faid that the interefl of the King's debts amounted

to 80 millions a yeai', at 4 per cent.

We have feen how the company of the Indies were provided with

a fund equal to this fum, arifing from the 48 millions which the

King paid for the loan of the paper with which the debts were to

be paid, and from many other lucrative branches of revenue;

which inftead of being burthenfome to the King, were, on the

contrary, a means of augmenting his income, by the advanced

rent the company gave for the different farms which produced

them.

Had the public creditors, therefore, veftcd their claims in actions,

they would, in confequence of that operation, have become fharers

in the fund of 80 millions a year, adminiflred by themfelves, (and

they would then have been the company) open to be improved by

trade^ abroad, and by a good adminiflration at home.

Had this fyllem been carried on in a plain eafy way, coniiflently.

with common fenfe, the public creditors would have been paid

;

the King's revenue augm_ented; and it would have been put under

a. good and a cheap adminiflration.

But
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But when, by the abfurd operations of changing the denomina-

tions of coin and paper, and wantonly playing with every man's

property, the creditors faw themfelves Handing on the brink of a

precipice ; and finding, inflead of a good contract on the town-

houfe of Paris, a bank note put into their hands, which might be

diminiihed in its value by one half every month, while at the fame

time the coin might be raifed to double, it was very natural to fup-

pofe, that the intention of the King's minillers was to withdraw

from them totally thefe 80 millions, lefs or more, to which they

were entitled : in which cafe, there was an annihilation indeed of

all the notes ; but there was no annihilation of wealth : for in that

cafe, the wealth was Hill the fame, only it was transferred from

the creditors to the King the debtor .- that is, the creditors were

defrauded.

On the other hand, flood the proprietors of the acTcions fold. Thefe

were in tife to make a traffic of buying and felling the 200,000 ac-

tions which had been in their hands ever fmce September 1 7 1 7,

when they were firll created. For we have fhewn, that the poileriou

creation of actions by the united company, was a mere delufion,

as they were all found in the cuflody of the Regent. The actions,

I fay, were immediately put into a ftate of llagnation ; becaufe of

the difcredit call upon the bank notes, with which it had been ufual

to buy them,

4^0, I muft obferve, that the llagnation of a paper which carries

no intereft, is equal to a temporary annihilation. The holder then

is deprived of the ufe of his money ; and he is not paid for the lofs

he fuftains*

If, therefore, it had been poffible to have given a new adlivity to

this bank paper, without allowing it to die away, as it v/ere, in

this temporary fit of fainting, credit would have revived : all ac-

compts v/ould have been kept clear, for this is the ufe of paper-

money, and fo Ihort a fliock would hardly have been felt.

But the great damage refulting to the public, upon every occa-

fion of this kind, proceeds from the delay in applying the proper

remedy.
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remedy. When any paper is difcredited, it" immediately falls in its

value. The perfon then who is the original and real creditor for

the whole value, and in whofe hands the paper is when it fuffers

the difcredit, fells at difcount : this is an irretrievable lofs to hitn

;

and when the paper recovers its credit again, either in part, or on the

whole, the profit then belongs to the perfon who had bought it at

difcount, and does not go to indemnify the real fufFerer.

This was the cafe with refpe6l to the notes of the French bank

:

they were allowed to languifli froin the 2 ill of May that they were

difcredited, until the icth of Oftober, when their fate was decided,

as has been faid.

Farther, we have feen, that this whole movement of credit had

for its bafis 80 millions a year, originally paid to the creditors for

their intereft. This fum anfwered to the capital of 2000 millions ;

becaufe at the old King's death, intereft was fixed at ^per cent.

When, by the operations of the fyftem, all this capital was turned

into money, that is, bank notes, the regorging plenty of it made
intereft fall to 2 per cent, confequently, the capital, which conftantly

draws its value from the intereft paid for it, rofe to 4000 millions.

We have faid that the total value of the paper rofe to 6000 millions
;

but we muft reflecff, that above 2000 millions of thefe 6000 millions

was in bank notes, and employed in buying of adlions. So that

both the notes and the actions muft not be reckoned as exifting

together.

Had the Regent fold the acSllons, he would have burnt 2000 mil-

lions of bank notes, and thus the value in paper would have re-

mained a: 4000 millions, fo long as intereft remained at 2 per

cent. ; and had intereft fallen ftill lower, and dividends remained at

200 Wvvcsper a6lion, the value of anions, and confequently of this

capital of 4000 millions, would have rifen in proportion, juft as the

value of the capital of the debts of Great Britain rifes and falls ac-

cording to the rate of money ; although the fame fum of intereft

be paid to the creditors at all times. 7

This
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This augmentation, therefore, upon the vakie of all capitals,

during the Miffifippi, of lands as well as adions, was in confequence

of the fall of intereft, and from no other artifice whatever. Lands

in France, at that time, fold at 80 and 100 years purchafe. [Dutor^

Vol. II. p. 20-.]

When credit failed, and when all the circulating paper was

thrown into a ilate of ftagnation, intereft rofe, in proportion to the

deiS-ciency of the fupply for the demands of borrowers. The value

of capitals then diminifiied. But this might have happened from

another caufe, had there been no bankruptcy, or intention to de-

fraud the creditors : a war might have produced it ; or any circum-

ftance which might have raifed the rate of intereft.

The rife, therefore, upon capitals, from the fall of intereft, I con-

fider here as no acquiiition of wealth : I reckon wealth to be that

which is the annual produce of the capitals.

So much for the refolution of this wonderful phasnomenon.

I muft now fliew that in the height of the diftrefs, the confidence

of the public was ftill to be regained, and credit recovered, even

after the fatal arret of the 21ft of May 1720.

I lay it down as a principle, that whoever has a ftifficient fund, and

pays intereji regularlyfor the money he oives, runs no rifi of lojing his credit.

So foon, therefore, as the Regent found that by his ar>'et of the

2ift of May, all credit had difappeared ; had he, upon the 27th of

the fame month, or at the time he raifed the coin to 82 livres i o fols

per marc, ordered all bank notes prefented to the bank, either to

be paid in coin, or marked in the books of the bank as bearing

intereft at 2 per cent. I fay, credit would not have fuffered in any

comparifon to what it did. No body then would have fold a note at

difcount ; and had it been necellary, he might have ordered the in

tereft to be paid monthly.

The authority I have for this opinion is Dutot, who fays; that

upon opening the fubfcription of 25 millions in the month of June^

the notes fell in their value 1 14 per cent, only,

VOL. n. O o Now
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Nov/ the rate of this fubfcription was at 2I per cent, as we have

feen ; confequently, if 100 livi-es of notes loft but 11^ per cent, they

were worth 88 1. livres in coin; but thefe 100 livres in notes were

-woYih 2^ per cent, becaufe the fubfcription was open at that rate:

Confequently 88i. livres in coin was alfo worth 2 livres 10 fols per

minum : confequently intereft, at that time, was at 2.825 P^>~ ^f"^-

that is, below 3 per ccjit. even after the bankruptcy.

Where then was the great harm- ? Where was the occafion to fly

immediately to the deftruclion of adions, which were in the Re^

gent's own hand ? A little patience-, and good management, would

have fet all to rights.

I would, therefore, have left the notes in circvilation under this-

regulation, viz. that fuch as Ihould be prefented to the bank fhould

have had a transfer of 2 per cent, paid quarterly ; or a value, in

adlions, at 10,000 livres /)(rr action; which is the capital anfwering

a dividend of 200 livres at 2 per cent, at the option of the holder : and

in cafe intereft had come ta fall ftill lov/er, the price of adtions

might have been augmented.

I would have fet before the public a full and exa6i: account of the

company's funds. I would have baniflied all myftery from the

affairs of credit. I would have regiftred a declaration in parliav

ment, fetting forth,

lino, That all future changes either upon the denominations of

paper or coin, were contrary to the maxims of good government.

ido, That all ftipulations between the King and his creditors were

to be inviolable. And,

3?i(?, That th-e parliament of Paris fhould for ever remain invefted

with an exclufive right to watch over thofe regulations in time to

come 5 and I would have bound the parliament by a fpecial oatli

for that pvu'pofe. I would even have had the King to take the fame

oath : and he might have ratified it at his coronation in 1725.

By thefe Heps I fhould have veiled a new power in the Kings of

France which they never had before-: a power of having money

from their fuhjedls, from their allies, and from their enemies : a

power
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power they have not, nor ever will have, until the principles of

credit be better underftood among them.

Had fuch a plan been followed, I have not the lead doubt, but

that, I. The actions would have been fold at a very great advanced

value above the ftandard of 5000 livres, at which the Regent had

bought them : 2. That money would have come back to 2 per cent.

and then, 3. Had banks be-en eftablifhed upon a proper plan, eafe,

with induftry, would long ere now have appeared in every corner

of that kingdom.

How infinitely more eafy would it have been to eftablifli fuch a

planin 1720 than at prefent ? At that time the moft difficult part of

the whole, was executed. The creditors had taken notes fpr their

claims : the credit then was given. There was nothing to be done

but to fupport it. The creditors were then at the mercy of the

ftate: at prefent the ilate is at the mercy of the creditors. Were
fuch operations on coin to take place at prefent, as were then fami"

liar; were the King at prefent to attempt to turn the conftitutions

of rent, perpetual and life-annuities, into any other form than

what they have, the credit of France would be undone for a long

time ; and who knows v/hat views of amhition a fituation fo de-

plorable might not ftir up in certain courts of Europe,

What flate would pay its debls, if it chrji do otherwife ? And
what ftate can diminifh its debts in any other way than by lower-

ing the interell upon them ? But of this more in the proper place.

'O o
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CHAP. XXXIV.

How the diminlping the Denomination of the Paper in Circulation'^,

by the arret of the 2 ifl ofMay 1720, defiroyed the Credit of Fra7ieey,

vsohen thefmrn arbitrary Meafures taken, with regard to the Coiny.

had produced no fuch EffeB.

THIS quellion is curious, and I fhall endeavour to refolve it in

the beft way I can, before I conclude this fubjed.

The firfl thing to be done is to point out the immediate effeds

which refulted upon diminifhing the denomination of the paper

;

becaufe the deftru6lion of the credit of France was not the imme-

diate confequence of this arret ; but the uhimate efFed of a chain

of confequence s which followed indeed very quick upon one an-

other.

The paper had been declared, againft the opinion of Mr. Law, by

an Arret de Confeil of the 22d of April 17 19, une monnoie fixe, as has

-been faid. Confequently, any diminution of its denomination was

a plain infradion of the public faith. From this declaration in the

arret of the 22d of April 1719, the public reaped one notable advan-

tage, which was, that in borrowing and lending paper, every one

was fure that the obligations contracted could be diflblved by re-

iloring the very fame fpecies of property which had been received
;

but by diminifhing the denomination of it, by the arret of the 21 ft

of May 1720, all fuch as were debtors, became obliged to difcharge

their debts at the expence of double the fum of paper borrowed.

The immediate confequence, therefore, of touching the denomi-

nation of the paper, was, to fliew the public that their fortunes in

paper were liable to the fame inconveniences as fortunes in fpecie

;

that is, that they might be increafed or diminiflied at pleafure.

Upon this it was very natural for every one to endeavour to realize

j- his
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Ms paper, and put it into coin : fince, in pari cafu, it was better to

have it in that which had fome intrinfic vahie, than in that which

had none at all.

Of all the French paper, the notes were the moll eafily realized

;

becaufe there was contained in them a direcft obligation upon the

bank to pay them in coin. The acSlions again were more difficult

to be converted ; becaufe in order to realize them, it was necelTary

to find people who wei'e willing to give either notes or coin for

them.

A run upon the bank, therefore, taking place, iipon the arret' oi

the 21II of May, it was obliged to flop payment; this occafioned a

general alarm, and deftroyed the conjidence ivhich the public had had im

the Jiate^ which is what we mean hj public credit.

This point explained, it remains to fhew why the augmentations

and diminutions upon the fpecie fliould not have ruined the credit

of the paper.

imo- The operations upon the fpecie affedled the paper only in-

directly ; but the diminution upon the paper afFec5ted it diredlly.

The operations upon the fpecie only affedled that part of the paper

which was made to circulate as an equivalent far the fpecie \ or in

other words, that part which people realized, either, i, with an

intention to withdraw their funds altogether out of the fcheme

;

or 2. to profit of the operations upon the fpecie 5 or in the lail place,

to procure fmall fums of money for common expences.

Now as to the firft, the number of thofe wlio wiflied to withdrav^

their ftocks were inconfiderable, in proportion to the flock-jobbers
;

and therefore their intereil could not affecT: the general credit ; and

the lail was inconfiderable *.i every refpe(5t.

As to the fecond, the government made it very difficult for the

proprietors of notes to profit of the operations upon the coin. When
it was to be diminiilied, the diminutions were advercifed fome time

before they took place, and the diminution v«?ent on always by de-

grees. Thus people who had paper, with which they could trade

in buying adions, confiiantly rifing in their value, by the intrigues

of
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of the Hate, when at the fame time the denominations of the coin

Were diminifliing, did not carry their notes to the bank for two

Teafons.

Thefirilj that the paper really gained by every diminution upon
the denominationof the fpecie, in an exadt proportion to the dimi-

nution. A-iivre in a bank note, while the fpecie was diminifhing

by intervals from 80 livres the marc to 65' the marc, gained regu-

larly in the hands of the pofTellbr ; whereas had he realized at an^

period but the laft, the fubfequent diminutions upon, the fpecie he

had acquired with his paper would have afFedted the value of it.

The fecond was, that by realizing he deprived himfelf of the

-profit of fbck-jobbing.

The only way, therefore, for the proprietors of the paper to gaiii

by the operations of the flate upon the coin, was to guefs the time

when the coin was to be raifed in its value : but this was impof-

fible ; for the riling was fudden and unexpe6ledj whereas notice

was conftantly given of the fall, at "fome diilance of time.

For example, the money was fuddenly raifed the 5th of March

1720, from 60 livres to 80 livres the marc ; and the nth of the fame

month, notice was given, that on the ill of April following, it

was to be brought down again to 70 livres p€r marc ; and on the

iirft of May following, to 65 livres. The confequence of this was,

that from the nth of March, people were glad to carry money to

the bank for notes, which were to Hand at the fame denomination,

whereas the filver was to diminifh on the ill of April.

Accordingly a great fum, above 44 millions, was brought in

during this intei'val.

When the lil of April came, and that the filver was brought to

•^oJivjL'es the marc, thofe who were in pofTeflion of the paper, were

Hill prevented from realizing ; becaufe of the future diminution

Avhich was to take place. When this term was come, people had

•reafon to imagine that the filver would for fome time Hand at 6^

4ivres the marc; confequently, tliere was more to be gained in

than in realizing them in fpecie,

which.
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which, in order to make profit of it, mufl have lain dead until a new
augmentation ; which was a very uncertain event. In fhort, there

^vas no run upon the bank from the ift to the 21 ft of the month
of May, when the famous a/ret in queftion was given. Then in-

deed the run came on with violence, and payment was ftopt.

2do, The fecond reafon why the effedis were different when the

ftate changed the denomination of the coin, from what they proved

to be when the denomination of the paper was changed, I take to

be this,

That in France the operations upon the coin had been familiar
;

and were expe6led by every body r and, perhaps, the very making

the paper a 7nonnoiefxe, had for this reafon added to the credit of it.

A moft furprizing thing ! The ftate took care always to gain, whe-

ther they raifed, or whether they diminiflied the value of the coin;

The flock-jobbers, therefore, never minded the coin at all. If they

could profit by an augmentation by forefeeing it, they realized ; if

they could fee a duninution before notice was given of it, then they

bought paper.

The operations on the coin principally afre(5led fuch as were

either refpedlively debtors or creditors, to people who were obliged

to pay, or to receive their debts in fpecie ; or who had a fixed reve-

nue fpecified in a number of livres. There the diforder v/fts great,

ias has been frequently obferved.

2,tio, The operations upon the fpecie never could deftroy the in^

ti'infic value of il:, however they might prevent the circulation of

it for a fixed legal denomination ; therefore it remained under all

combinations of circumftances, a thing valuable to be acquiried

;

and it llill remained a commodity, defireable by all, and was there-

fore confiantly demanded.

But a difcredit call upon the paper had a different efFe(5l. The
value there depended entirely upon the will of the ftate, and every

body faw that it was as eafy to annihilate it, as to reduce it to one

half. The difcredit, therefore, had the efTed of flopping ^Z^^' ^/e-wwH-r/

for-



288 AN INQIJiRY INTO THE PRINCIPLES Book lY. P. 2,

for it, that is, the currency ; confequently, a run upon the bank

immediately took place.

4ir<9, The rendring the value of the paper precarious, made every

polFeiTor of it feek to realize it without delay. The proprietors of

the bank notes ran to the bank ; and a run upon the bank, at a

time when it could offer payment for the notes in no other value

than anions, was a declaration of bankruptcy. Now it was the

run upon the bank ; it was this claim which the fubjeds had a

right to make upon the bank, for which the King was guarantee,

which deftroyed the credit of France ; and it is very evident that no

operation upon the fpecie could poffibly produce anyfuch efFe<5t*.

In iliort, had this operation upon the paper been fufpended for a

few months ; had the people of France been indulged in a little more

time, their infatuation in favour of the actions would have carried

them to employ all their bank notes in the purchafe of thofe which

remained in the hands of the ftate. By this operation the far greater

part of the notes might have been withdrawn and dellroyed, and

when the bank found themfelves in a lituation to anfwer the call of

all thofe which afterwards remained in circulation, then the ilate

might have boldly ventured to diminifh the price of a<5lions : be-

caufe if that ftop had occafioned a run upon the bank for the out-

ilanding notes, there would have been coin enough to anfwer them

at their full value ; and this would have confirmed the credit of the

bank more than any thing.

* It was a capital miftake in this diminution upon the paper to make it gradual.

"Was it not evident that every mortal would feek to realize a note which was to dimi-

nifh in its value,progreffively every month ? A note worth 10,000 livres, for example,

the 2 2d of May, was immediately reduced to 8000 livres, and the ift of July, was to

be worth only 7500, This was plainly folliciting a run upon the bank. The ftrokc

- Hiould have been ftruck at once.
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CHAP. XXXV.

How a Bank 7nay befafely ejlablijhed m France^ as Matters Jland

at prefent.

'T^HE prerogative of the Kings of France is limited by no written

•^ law, becaufe he is acknowledged to be the legiflature of his

kingdom ; and the exercife of his power is only limited by maxims

of ilate. The lirft of which is, that he is to govern according to his

laws, and not according to his ambulatory will.

Now, in making of laws, the parliament have a fort of negative,

defaElo ; becaufe the whole regular and legal execution of every law

is committed to them : and if they refufe to re^iller it, they refufe

to execute it ; and a law without execution is, in facT:, no law at all.

When the King's will can be carried into execution by a fingle

a6l of power, the authority of parliament is of no effedl in prevent-

ing it. When this requires a train of fyftematical adminiftrations,

the concurrence of parliament, who hold the whole regular exe-

cution of the laws, is abfolutely necelTary.

Banks of depolit and of circulation, fland, it mufl be confefled,

upon a very precarious footing, under fuch a government.

An order from the King i-s at any time fufficient to command any

depofit of fpecie which can be made within the kingdom. While

this is the cafe, no paper can have any folidity, which draws its

fecurity from fuch depofit.

Coin, therefore, mull be baniflied from all banks in France : and

the ufe of them fliould be entirely limited to that of an office, for

the keeping of reckonings between people who have folid pro-

perty, and who m.ay want, on a thoufand occafions, to melt it

down in favour of confumption, trade, indullry, agriculture, or

the like.

VOL. IL P p 111
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In this light, a general bank may be eftabliflied at Paris ; and

branched out over the whole kingdom. The ftock of it fliould con-

lift in land property, engaged unalienably, to make good the en-

gagements of the bank.

Notes fliould be iflued upon folid fecurity, bearing no interefb

while they circulate as money ; and wlieii they return upon the

bank, either the original fecurities may be withdrawn, or payments

might be made by the transfer of a correfponding perpetual intereft.

Every province, every confiderable city in the kingdom,, fliould

be allowed to be interefted in fuch a bank : and in every confider-

able city, there fliould be an office for tranfading fuch credits, and

for regularly receiving all payments of intereft. If the King fliould

think fit to allow his mint to fupply coin, or bullion, for bank

notes prefented, at a determinate premium, h€ might by this ope-

ration advance the commercial interefts of his kingdom, in facili-

tating the payments of a wrong balance of foreign commerce ; but

without that regulation, the bank will be perfedly fufficient for

promoting and fupporting domeftic circulation. Every one who is

able to give fecurity for a certain intereft, will be fure to find mo-

ney : and as the expence of conducting fuch a bank will be very

linall, the intereft for money will be very low.

As I faid before, a bank of this kind would be no more than an

office, appointed for keeping accounts between people who are pof-

fcffed of any paper fecured upon real and folid property : and far-

ther, in the beginning, at leaft, 1 would not advife to carry it.

The general accompt of the bank would appear in a few articles,

viz. Credits given, fo much ; hide of intereft to be received, fo

much.

Notes returned, fo much; inde of intereft to-be paid, fo much j.

Balance in favour of the bank, fo m.uch.

A bank of this nature would anfwer every purpofe for promoting

iiiduftry and domeftic circulation.

, Such a bank muft neither ifliie, or ever receive coin in payment..
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CHAP. XXXVL

Of Ba?ih of depoft ar.d transfer.

I
NOW difmifs the fubjedl of banks of circulation. The unfpeak-

able advantages drawn from this inftitution, when properly

regulated, in fupplying money at all times to thofe who have pro-

perty, for the encouragement of indullry, and for improvemerits

of all forts, and the bad confequences which refult to fociety, from

the abufe they are expofed to, has engaged me, perhaps, in too

long a difcuffion of particular combinations of circumilances relat-

ing to them.

I now come to treat of banks of depofit or of transfer of credit ^

an inftitution of the greateft utility for commerce.

Thefe two fpecies of banks differ effentially in two particulars.

i772(?, That thofe of circulation ferve the purpofe of melting dowft

unwieldy property into money; and of preferving the quantity of

it at the proportion of the ufes found for it. Thofe of depofit, are

calculated to preferve a fum of coin, or a quantity of precious

moveables, as a fund for carrying on the circulation of paymenrS;,

with a proportional value of credit or paper money fccured upon

them.

ido^ In the banks of circulation, the fund upon which the credit

is built, is not corporeally in the cullody of the bank ; in the other it is.

The fundamental principle, then, of banks of depofit, is the faith-

ful prefervation of the fund delivered to the bank, upon which

credit, in money, is taken for the value.

If at any time a bank of depofit fhould lend, or fliould, In any

wife, difpofe of any part of this fund, which may confifl: of coin,

bullion, or any other precious moveable, once delivered to them.,

to the end that a credit in money may be writ down for ir in their

books of transfer, in favour of the depofitor, and his ailigns ; by

P p 2 that
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that a(ft, the bank departs from the principles upon which it is efta-

bhflied. And if any bank is eftablifhed which, by their regulations,

may fo difpofe of the fund of their credit, then fuch a bank be-

comes of a mixed nature, and participates of that of a bank of cir-

culation.

Thefe things will be better underftood by reafoning from an

example of a true bank of depoiit.

CHAR XXXVIT.

Of the Bank of Afnflerdam.

ANY authors have written concerning this great bank of de-

poiit: particularly, Davenant, Sir William Temple, Ricard,

in his Traiie de Commerce revu par Striiyk, the author of the EJfay fur

le Commerce, and Mr. Megens, in his book, which has been tranflated

into Englilh, under the title of The Unl'uerfal Merchant.

In thefe authors we find a number of fadls, which I fhall combine

with my ov/n informations, and here apply principles to them ; in

order to communicate a diflin(51: idea of this eftablifliment. A de-

tail of its particular operations regards pradice, and falls not

within my fubjedl.

The original intention of the States of Holland, in eftabliiliing

the bank of Amllerdam, was to collect a large capital in coin within

that city, which might there perpetually remain, buried in a fafe

repofitory for the purpofes which we are now to explain.

In order to accomplifli this plan, they eftablifhed the bank upon

the 31ft day of January 1609.

The method they fell upon to colledl the coin, was to order, that

all bills of exchange, for any fum exceeding 300 florins, fliould be

paid in fpecie to the bank ; and that the holder of fuch bills fhould,
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inftead of receiving the coin, have the value of it writ down in the

books of the bank to his credit, at his command, to be transferred

to any perfon he Hiould appoint ; but never more to be demandable

from the bank in fpecie.

By this operation, the mafs of coin circulating conftantly from
hand to hand, between the merchants of Amfterdam, began, by
degrees, to be heaped up in the bank j and as the heap augmented,

fo did the fum of credit augment upon the books of the bank.

It is evident, from this change in the mode of circulation, that no

lofs could be incurred from the locking up of the coin.

As long as coin is in a ftate of conftant circulation, it can produce

no intereft to any perfon. Intereft commences from the moment
the coin begins to ftagnate ; that is to fay, fo foon as it comes into

the hands of one who has no ready money demand upon him.

When this happens the proprietor lends it at intereft.

Now the credit in the books of the bank, which is every day

transferable at the bank, anfwers every purpofe of coin, either for

payment or loan : and the proprietor has neither" the trouble of receiv-

ing the fpecies, nor any rifk from robbery, or falfe coin.

The firfl advantage the city reaped from this inftitution, was, to

fccure the refidence of trade in that place.

Capitals transferable only at the bank, laid the proprietors under

a necelTity of fixing their dv/elling where their funds were, and

where only they could be turned to accompt.

It had another excellent efredl in commerce: it pointed out the

men of fubftance. A credit in bank is no wife equivocal : it is a

fund of undoubted fecurity.

From the conftitution of this bank we may form an cftiraate of

the extent of the depolit.

It can only fwallow up a fum equal to what is neceflary for cir-

culating the payments of the city. of Amfterdam. Were a fum ex-

ceeding that to be fhut up in the bank, and were the credits written

in the books of the bank to exceed that proportion, it is plain, that

the value of the b.mk money would ftnk immcdiatel}\ Tlie reafon

5 is'
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is obvious : the credits transferabte are of no ufe to thofe who have

no occafion to transfer ; that is, to pay, lend, or exchange at Ani-

llerdani. So foon, then, as all the demand of Amfterdam is fatis-

fied, the proprietors of the overplus will feek to realize their fuper-

fluous credit, in order to invefl: the value arifmg from it, in fome

•other place where a demand may arife.

In order to realize, they muft fell their bank credit for coin ; be?

caufe the bank pay's only in transfer. Coin then would be de-

manded preferably to credit in bank ; confequently, coin would

rife in its proportional value to bank money, or bank money would

2ofe, which is the fame thing. This flu(5tuation between bank mo-

ney and coin, leads me to explain what is called the agio of the

bank.

C H A P. XXXVIII.

O/" the Agio of the Banli of Amflerda?n,

WE have pointed out one motive for eftablifhing a bank of de-

pofit at Amfterdam, viz. that of fixing the refidence of trad*

ang men in that city.

Another was, to prevent the inconveniencies to which a fmall

ilate was expofed, by the introdudion of bad coin, from all the

neighbouring countries in Europe, with v/hom they traded.

In the territory of Holland there are no mines of gold and lilver j

confequently all they have comes from other countries, as the re-

turn of a favourable balance upon their commerce.

At the time the bank was eftabliH^ed, the republic was in a flate

of infancy ; and any coin they had, was that of their old raafters

the Spaniards. This was unequally coined; many pieces were

light ; many had been clipped and waflied. As they extended their

traffic,
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traffic, they v/ere obliged to receive great quantities from Germany,

which Avas ftill worfe.

In order then to prevent the circulation of fuch coin, and the per-

plexities occafioned by it in all accounts, they eftablifhed a bank,

and fixed the ftandard upon a lilver coin called the ducatoon, to

which they gave the denomination of 3 florins or guilders bank
money.

But as this coin alfo was unequal, like all the reft of the fpecie

in Europe, before the introduction of milled coin, and the policy

of \veighing piece by piece at the mint, the bank appointed the

ducatoons to be received in bags of 200 pieces, weighing together

26 marcs 5 ounces 10 engies of Amfterdam troes, or gold weight ;.

which being reduced to aces, (the loweft denomination in this

weight) make 13^5,640 aces. This divided by 200, gives, for the.

weight of I ducatoon, 683.2 aces.

Let us now convert thefe aces into troy grains, according to the

proportion eilablifhed between Dutch aces and troy grains, in the.

lafc chapter of the third book.

The equation will iland thus,

5192.8 aces, being equal to 3840 troy-grains, 683.2 aces, there-

fore, will equal 505.21 troy-grains; which, confequently, is the-

weight of a ducatoon, or of 3 florins bank money of Amfterdam.

Next as to the finenefs of this coin :

The ducatoon was coined, according to the imperial ftandard, of

14 loots 16 grains fine: that is to fay, it is i||- parts fine, and ^'^Ap

parts alloy.

To find, therefore, the number of Hollands aces, and of troy

grains of fine filver in the ducatoon, ftate the two following pro-

portions :

288 : 268 : : 683.25 : 635.75 aces fine.

288 : 268:: 505.2 1 : 470.13 troy-grains fine.

In the laft place, if we divide the number of aces, and troy grains

fine in the ducatoon, by 3, we fliall fee the exa6t v/eight of fine

iilver in i florin of Amfterdam bank money.

"'l'" —211.^1 aces, and-^- ^
" — 156.71 troy-grains fine.

6 . Thefc
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Thefe calculations premifed, it would be an eafy thing to fix the

exacl par of the metals, between flerling and bank money of Am-
ilerdani, were the Britifli coin of legal weight, and were the metals

there rightly proportioned. But is it to be fuppofed, that any per-

fon v\^ho has bank money of Amfterdam, would exchange, at the

par of the metals, with fterling lilver, which is many per cent, too

light, or agaiafh Englifh bank notes paid in gold, always overrated

with regard to the fdver, and often too light alfo I

While, therefore, the coin of Great Britain ftands upon the pre-

fent footing, all calculations of the par of exchange, as it is com-

monly computed, upon the intrinfic value of the coins of other

nations, muft be delufive and of no utility whatever.

For the fake of giving an example, however, here is the real par

of the two currencies, upon filver fterling coin of full weight.

One pound fterling fhould contain, as has been faid, of fine filver

17 18.7 troy grains, and contains 240 pence fterling: ftate, therefore,

the following proportion, and you will find how many pence fter-

ling one florin of Amfterdam banco fihiould be worth.

1718. 7 : 240:: 156.71 : 21.883.

Thus 2 1 .883 pence fterling is exadlly the real par of an Amfterdam

florin banco, fuppofing fterling money to be filver, at the full

\veight.

The florin bank money being regulated upon the ducatoon, an

old fpecies not nov/ coined, the finenefs of the filver was deter-

mined ; and the weight of the 200 ducatoons being determined alfo,

this regulation determined the weight of fingle pieces, and fixed

the ftandard of the florin banco, in weight and finenefs.

The current money in Holland, coined by the ftate, is the florin

of 200.21 aces fine, as we have feen in the laft chapter of the pre-

ceding book.

- So foon as the ftate coined their current florins at 200.21 aces, it

is evident, that the ducatoon, which contains three times 211. 91

aces, maft rife in its value. Accordingly, the piece which was in

bank money, 3 florins', became 3 florins 3 ftivers current money.

This
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This difference is what is called the agio of the bank of Ani-

flerdam.

From this it appears, that the advanced value of the bank money

above the current money of Holland, is not ov/ing to the great cre-

dit of the bank, as fome imagine, but to the fuperior intrinfic value

of the coin upon vsrhich the ftandard of the bank money is fixed.

Let us next determine the exacS: difference between the bank and

the current money, which difference I fliall call the intrinfic agio

:

for this purpofe ftate this proportion

;

200.21: 211.91 ;: 100: loi-.84

From whiich it appears, that the bank money is 5.84 per cent, iii-

trinfically better than the current money of Holland.

We have feen in the chapter referred to, in what a confufed ftatc

the Dutch coin is at prefent, and how it becomes a fcience to com-

prehend any thing concerning it. For this reafon it is, that the re-

gular agio of the bank money of Amfterdam is always fuppofed

to be 5 per cent. Farther,

The ducatoon, upon which it is regulated, paffes for 3 florins

3 flivers, which is jufl j" per cent, better than 3 florins, at which it

was rated when the bank was eftablilhedi but moft of the coins

which circulate are light.

Thofe who condu6l the affairs of the bank, have now lofl fight

-of this original coin, which is rarely found circulating, in confider-

able fums ; and they confider the florin according to its intrinfic

worth of 21 1,91 aces of fine filver ; and as the value of filver varies,

they publifh regulations for receiving coin, fnch as Spanifh dollars,

French crowns, 8cc. according as they find the proportion of their

w^orth in bank money : and compounding the value of gold with

the value of filver, they make the fame regulations as to gold.

I have infilled too long already upon the fubtilties of the varia-

tions in the proportion between gold and filver, to take it up again

in this place. My intention is to explain the principles upon which

this great bank of depofit is eftabliflied, and not to dcfcend into a

VOL. IL Q^q detail
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detail of the mechanifm of their adapting the variable coins of

Europe to their own ilandard.

I have faid, that the fum of credit, vv^ritten in the books of the

bank, is in proportion to the quantity of bank money neceflary for

circulating the trade of Amfterd^m.

Confequently, as this circulation increafes, the demand for bank-

money increafes alfo.

Again ; in proportion as the demand for bank money increafes,

the agio rifes ; and on the other hand, as the demand for current

money increafes, the agio falls.

Thus we faw in the laftwar, ^wk. 1760, 1761, 1762, that agio was

below 5 per cenL The reafon was plain. The great circulation^

carried on in Amfterdam was confiderably diredted towards the

Tifes of the war. There bank money was of no ufe ; coin only

could ferve the purpofe. Accordingly agio fell to

—

—percent,.

and as gold was much more eafily tranfported than filver, that,

metal rofe ^ per cent, above the ordinary proportion of i to 14 i..

Demand regulates every thing ; and this demand makes the

agio fludluate ; fometimes rifmg above, and fometimes falling be^

low 5 per cent.

CHAP. XXXIX,

Contmuatiofi of thefame SubjeEt ; and concerning the Circulatioi^

of Coin through the Bank of Amfterdam.

HITHERTO we have reprefented this bank as a gulf, which

is calculated to fwallow up the coin of Europe ; without

having pointed out any faculty of throwing up a part of the trea-

fure fo fecured, in cafe of an overcharge.

This
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This has appeared a myftery to many, and a defed in the confli-

tution of the bank.

But when the principles upon which it is eftabliflied come to be

compared with fome branches of their admiuiflration, which are

pubHcly known, perhaps the myfterious part may be unravelled.

And although I do not pretend to give an entire fatisfa6lion as to

every minute particular, I think I can Ihew how, and to what ex-

tent, the treafure may circulate, fo as to occafion no abufe, either

from the hoarding it on one hand, or from the diffipation of it,

for the fervice of the Hate, on the other: and if all thefe conjec-

tures ftiall be found to hang together, and appear confiflent with

principles, without being contradicted by any known fa<51:, then I

may conclude, that fuch a fyftem of banking as I dcfcribe, is at

leafl a poffible fuppofition, whether it exactly coincides with that

of Amflerdam, or not. And who knows but my fpeculations may
enable fome perfon of more knowlege and more fagacity than I

am pofTefled of, to render this curious operation of credit flill more

generally underftood than hitherto it has been.

I have fhewn how the agio rifes and falls, according to the de-

mand for bank money.

So long, therefore, as the agio does not fall below the difference

between the value of the two currencies, it is a proof that all the

credit writ in the books of the bank does not exceed the ufes for

it : confequently, the coin locked up, which never can exceed the

credit on the transfer books, and which, were it not locked up,

could be of no more fervice than the credit itfelf, in circulating

the trade of Amflerdam, does not exceed its due proportion : con-

fequently, it is not hurtfully withdrawn from commerce ; confe-

quently, no abufe is implied from the hoarding of it.

But let me fuppofe a cafe, which may happen ; to wit, that for

a certain time, the trade of Amflerdam may demand a larger fup-

ply of credit in bank, than is neceffary upon an average. Will net

this raife the agio ? No doubt. If the agio rifes fo high as to

afford a premium upon carrying coin to the bank, Ui-)on the foot-

Q^q 2 ing
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ing of their own regulations, this will augment the fum of bank

credit ; becaufe the money fo carried to the bank, becomes incor^

porated with the bank ftock ; the value is v/rit in the books of the

bank ; and when this is done, the coin is locked up for ever.

If then it ihould happen, that the trade of Amfterdam fhould

afterwards diminiih, fo as to return to the ordinary ftandard, will

not this overcharge of credit deprefs the rate of bank mo^ey,

and fmk the agio too much below the par of the intrinfic value of

the two currencies ?

To thefe difficulties I anfwer, like one who, being ignorant of

fads, which I never could get afcertained by any perfon in Hol-

land to whom I had accefs for. information, and which remained

hid from moil people in the deep arcana of Amllerdam politics,,

muft have recourfe to eonjedtures, founded upon natural fagacity..^

Firft then, The city of Amfterdam knows, from long experience,

the rate of demand for bank money ; and it is not to be fuppofed^

tliat upon any fudden emergency, which may heighten that

demand for a time, they fliould be fuch novices as to increafe

the credit upon their books fo far, as to run any ri£k of overilock-

ing the. market with it ; efpecially as, on fuch occalions, the defi-r

ciency of bank credit might be fupplied with coin, conllantly to'

be found in the city of Amlterdam, as we fliall explain prefently.

Farther, Who will fay, that there does not refide a power in the

:

managers of this bank^to iffue coin for the fuperfluous credit, in

cafe that, in fpiteof all precautions to prevent it, a redundancy of

bank credit fliould at any time be found upon their books ?

It is very true, that no perfon, having credit in bank, can de-

mand coin for fuch credit ; and as no demand of that fort can^

ever be made, it is very natural to fuppofe, that a redundancy of."

coin and credit can never be purged ofF.

During my ftay in Holland, I was at great pains, to no purpofe,,

to difcover whether ever the bank iffued any part of their credit

calh upon any fuch occafions. Every one I converfed with was of

©pinion, that if evei'any coin had been taken from the treafure of

6 the
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tlie bank, it mud have been by authority of the flates, for national

purpofes : a fcep conducted with the greateil fecrecy ; and the

matter of fadl, I found, was extremely doubtful. But this is no-

thing to the prefent purpofe. That the coin may be difpofed of,

I allow, though I do not believe it ; but how is the fuperjfluous

credit, vmt in the books, to be difpofed of? There lies the dif-

ficulty.

The popular opinion is, that coin has been taken out for the

fervice of the ftate- the opinion of many intelligent men is quite

contrary.

I am now to give my opinion, not only as to this point, but

upon the main queilion ; and this not from information, but from

conjedure 5 which I Ihall humbly fubmit to the better judgment

of my reader.

My opinion then is, uno. That every fliilling written in the

books of the bank, is adually locked up, in coin, in the bank re-

pofitories.

2^0, That although, by the regulations of the bank, no coin

can be ifTued to any perfon who demands it in confequence of his

credit in bank ; yet I have not the leaft doubt, \mx. that both the

credit ivritten in the books of the bank, and the cajlj in their repofitories

which balances it, may fuffer alternate augynentations and diminutions, ac--

eording to the greater or lefs demand for bank money^ If I can prove this,

,

all difficulties will be removed.

My reafons for being of this opinion are,

imo. From principles, I mufi: conclude, that if, upon any occa-

fion whatever, even when the fmalleft demand for bank money,

and the greatefc demand for coin takes place, there was an impof-

fibility of producing the leaft diminution of bank credit, or of

procuring any fupply of the metals from the bank, the confe-

quence certainly would be felt, by an extraordinary fall in the va-

lue of bank money ; or which is the fame thing, in other v/ords,

by an extraordinary rife in the value of the metals, v;hen compared'

with bank money,.

NoWv,
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Now, this is a cafe which never happens. Variations upon the

j.-ate of agio, of 2 or 3 per cent, perhaps more, are frequent and

famiUar. The demands of trade, for coin or credit, are fo fluc-

tuating, that fuch variations are unavoidable ; but were there an

overcharge of bank credit, which no power could diminifh, that

overcharge would quickly be perceived ; becaufe the fluctuations

of the agio would entirely ceafe ; as the balance of a fcale,- nearly

in equilibrio, ceafes from a total overcharge on one fide.

ido, My fecond reafon is founded upon a matter of fad, which

I mull now apply. . .

There are upon the fquare before the town-houfe of Amflerdam,

(the place de Dam) between i o and 1 1 in the morning, a number

of cafhiers, whofe bulinefs it is to buy and fell bank credit, for

current coin. They bargain with all thofe who have occafion

either to buy or fell ; and according to the demand for fpecie, or

bank credit, the agio rifes or fmks : and as thefe caftiiers mull

=conftantly gain, whether they furnifli bank credit or current coinj

iince they are never the demanders in either operation, it is com-

monly found, that there is in their favour about -V per cent, or per-

haps 4 jS^r. r^/zi. . according to tlie revolutions in the demand : that

is to fay, one who would firfl: buy fpecie, and then fell it, would

Jofe 4, or perhaps but -j-V upon his operation.

From this circumftance of buying and felling of bank credit

with coin, and vice verfa, I think I can refolve the myftery men-

tioned above, viz. how the conftant accumulation of coin in the

bank of Amfterdam, fliould never have the effed of depreciating

their bank money, by augmenting, beyond the demand for it,

the .quantity of their depofit, and of the credit written in their

books.

It is a.matter of fad, that the bank lends both coin and credit to

the brokers, cafhiers, orlombards, who are conllantly found on

the place de Dam.
Whenever, therefore, the bank finds that agio falls too low,

with refped to the coin ; and when, in confequence of that, the

demand
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demand for coin increafes ; then they lend coin out of their repofi-

tories to the brokers ; and when it rifes, they lend credit.

This coin the brokers difpofe of to thofe who have bank money,

and who want to convert it into coin. They fell the coin for bank

credit: the purchafer writes off the transfer in favour of the

broker, and he again repays the value of the coin to the bank,

by transferring the credit he obtained for the coin, in favour of

the bank.

This done, the bank may expunge this credit from their books ;

by which' means their depofit of coin is diminifhed, and alfo the

fum of credit which was found fuperfluous.

If, on the other hand, the circulation of the trade of the city

fhould, in a fhort time afterwai'ds, begin to increafe, thofe who
have coin, which in that cafe would not fo well ferve the ufes of

circulation as the bank credit, come with it to the brokers, who
fell them bank credit for it ; this coin the brokers deliver to the

bank, which writes oiF the credit lent to the broker, in favour of

him who has paid his coin for it.

This is, as far a& I can guefs, the nature of the circulation of

the coin in the bank of Amilerdam.

It is a curious method of preferving an exacR: proportion between

the coin in depofit, the credit written in their books of transfer,

and the demand for bank money.

The plan is quite coniiftent with principles, and checks exadlly

with thofe matters of fa(5t which are known to all the world..

Whether the operation be condu(5ted exa<5tly in the way I have re-

prefented it, or not, is a matter of fmall confequence to us, who
aim at nothing more than the inveftigation of the principles

upon which fuch operations may be conduced.

When we compare this operation with thofe of the bank of cir-

culation, v/hich we have already explained, we find a great ana-

logy between them.

We have feen how the notes iflued by banks of circulation in-

creafe and diminilh according to demand : and now we fee how
the
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the fame principle operates in banks of dcpofit, which iffiie no

coin on demand. In the firfl cafe, the mafs of fecurities, or coin

of the bank, is diminiilied, v/ithout the confenc of the bank, by

the a6l of their creditors ; that is, the holders of the notes. In

the laft cafe, -the creditors, or perfons who have credit in bank,

cannot, by their own a6t, diminiOi the quantity of the coin depo-

fited, nor of the credit written ; but the bank itfelf, by the help of

thofe interpofed perfons, the brokers on the place de Dam, is en-

abled to preferve an exadt balance between bank money and the

demand for it ; augmenting it as it is demanded, and diminiiliing

it when it is found to regorge.

From this I conclude, that the treafure of the bank of Amfter-

dam is not near fo great as fome authors, from mere conjedture,

have afferted.

The author of the EfTay on commerce, reckons it at four hun-

dred millions of guilders ; and the Amflerdarn edition carries in

the margin a corre6lion, which gives us to underftand, that it

amounts to between eight and nine hundred millions. Davenant

elleems it at 36 millions ilerling. Mr. Megens, an author of great

judgment and fagacity, elleems this treafure at no more than about

60 millions of guilders, or about 5,500,000 /. fterling ; a fum (fays

he) wherewith great things may be done. Univerf. Merchant,

:fed. 61. I agree entirely with him, that for the ready-money de-

mands of the trade of Amfterdam, that fum, conftantly in circu-

lation, may go a great length.

What has milled moil people in tlieir eflirnation of this treafure, is

the appearance of a conftant accumulation, without any reftitu-

tion : but that there is a conftant egrefs, as well as ingrefs of coin

to this bank, I think I have rendred pretty evident.

Befides the permanent credit w^ritten in the books of transfer,

concerning which we have been fpeaking, the bank of Amfterdam

receives, in depofit, vail funis of coin every year, which are not

incorporated with the bank treafure, but remain in the bags in

which
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which they are delivered, under the joint feals of the bank and

of the perfon who dehvers them.

This operation comes next to be explained.

The trade of Holland draws a conflant flux of coin and bullion

into the country ; and that trade fends a conftant flux out of it.

The eftablifhment of the bank of Amfterdam renders the ufe of

this coin and bullion, upon many occaiions, fuperfluous, as money.

It therefore remains as a commodity, the value of which rifes

according to exigencies, or the demand for it.

When the precious metals come from Spain, Portugal, and other

nations, who owe a balance to the Dutch, they are lodged in the

bank of Amfterdam in the following manner.

The proprietors carry them to the bank in facs compofed of a de-

terminate number of pieces, and the fac muft be of a determinate

weight, according to the regulations of the bank, from time to

time ; for which the bank writes off credit in bank, at certain rates,

according to the coin lodged, to the account of the proprietor.

But as this coin is received, upon condition that it may be drawn

out again, fo foon as the depolitor fhall demand it ; inftead of

writing off the ivhole value upon the books of the bank, they only

write off a certain part, (fuppofe 90 per cerd,) and for the remaining

10 per cent, they deliver what they call a recipiffe, which is an obli-

gation by the bank to re-deliver, upon demand, the individual

facs, fealed with the feals of the bank and of the depofitor. This

recipijje is transferable at the will of the perfon to whom it is de-

livered. Farther,

He who has put his coin fo in depofit, becomes bound to pay to

the bank i-, i-, or 4 per cent, every fix months, according to the

coin : that is, upon gold 4 per cent, on pieces of eight and rix-

dollars 4 ; on ducatoons 4 per cent, and in cafe he neglecfts i'o to do,

then the coin becomes confolidated with the treafure of the bank,

and can no more be drawn out, in virtue of the recipijfe.

This being performed, the depbfitor may transfer, at will, all

the <^o per cent, of his credit, in the courfe of his bufmefs ; and fo

VOL. n. Pv r foon
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foon as the value of coin rifcs in the market, he muft fill up his

credit in bank to the full value of the 90 per cent, and then pre-

fenting his recipijfe, he receives back his own individual coin, fealed

with his own feal, as when at flrfl delivered.

If he finds that it is either inconvenient for him to fill up his

credit, or that he has no occafion for his coin, upon the rife in its

value, he may then fell his recipije to another, who has credit in

bank equal to the value of the depofit ; and he, in virtue of the

recipijfe transferred to him, withdraws the coin, as the perfon might

have done who put it in depofit.

The recipije itfelf, which is what gives a right to the coin to any

one who is the proprietor of that paper, and who has credit in

bank for the fum contained in it, rifes and finks in its value, ac-

cording to the price of the coin to which it carries a right.

In this manner coin, which otherwife would be dead in a ware-

houfe, is made to circulate, in favour of the owner, during the-

depofit, remaining at the fame time always at his command ; and

the keeping of the coin brings into the bank a fmall profit, but

which, by confiant accumulation, becomes confiderable.

I have faid above, that the bank of Amfterdam puts forth,

from time to time, what regulations they think fit, as to the rate

at which they receive the different fpecies of coin. Thefe regula-

tions are formed according to the fluduation of the value of the

metals. When filver rifes above the proportion it had before, with

refpeft to gold, then the filver fpecies is received at a higher rate

than formerly. When gold rifes in proportion to filver, then the

gold coins are received at a higher rate than formerly.

This regulation produces the fame effecfl as that, which I for-

suerly recommended in the third book, would do, in fixing a

fhindard for the unit of the money of Great Britain, according to

the mean proportion of the metals : and it was for this reafon, that

fBook III. part I. chap, i .] I afierted the bank money of Amfter-

dam to be an invariable unit, whi^h the art of man had invented

;

that
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that it flood like a rock in the fea, immoveable by the fluduatiiig

proportion between the metals.

It is no objedion againft this, to allege the variation of the agio,

and the flii6tuation of the value of bank money according to

demand. Thefe variations ought to be referred to the coin, not

to the bank money : the bank money is to be confidercd as fixed,

becaufe it has all the charaders of invariability.

If, indeed, the affairs of the bank came to be ill adminiflred,

and that the credit written in the bank were allowed to fwell fo

far beyond the demand for it, as to fink the value of bank money
fo far below the rate of coin as to make it impoffible to recover

itfelf ; then I fhould allow that the bank money was no longer an

invariable fiandard : but in this cafe, I fliould confider the bank as

in a kind of political difeafe, becaufe it would then be withdrawn

from under the influence of its own principles, which hitherto

has never been the cafe.

It has been imagined by m.any, that the treafure of the bank of

Amfterdam has been, tipOn certain occafions, made ufe of for the

public fervice. This is a conje(5ture merely ; and perhaps it has

been owing to the opinion which commonly prevails, that the trea-

fure far exceeds all the ufes which it can ferve for. But as I am
perfuaded, imo, That this opinion is void of all foundation ; ido,

That the treafure never can exceed the credits written ; and,

3/^w, That the credits never can exceed the ufes thofe merchants

have for them : fo I am of opinion, that a value, in coin, to the

full extent of thofe credits, a6lually exifls in the repofitories of

tlie bank ; becaufe if I fliould fuppofe the contrary, it would

imply a notorious infidelity in the bank adminiftration: an infide-

lity, which, if ever it fliould be difcovered, would overturn the

whole credit of the bank, and, at one fcroke, deftroy the whole

trade of that city. Now the ufe of three or four millions flcrling,

to the ftates of Holland, which they can procure when they will,

at a very moderate intereft, is not an obje6t in the eyes of that fu-

gacious government, fufficient to engage them to tamper with the

R r 2 bank
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bank treafure : and the rather, that were they driven to the necef-

"

fity of having recoiirfe to the bank, I make not the leaft doubt

but that fo great a company would be of more fervice to the Hate

in writing off upon an occafion a temporary, untransferable credit at

intereji, which might afterwards be expunged, in order to procure

coin within the country, than by delivering the coin correfponding

to the credit of private merchants, which they muft look upon as

a mofb facred depofit.

If we compare the credit of the bank of Amfterdam, with the

credit of the bank of England, we fliall find the firil infinitely

inferior to the latter as to extent, though not one bit inferior with

xefpedt to the folidity of it.

The extent of the credit of the bank of Amfterdam is limited to

the fum of the credits written in their books, either in permanent

transfei', as I fhall call it, or in credit on cafli depofited upon reci-

fiffe. All this credit put together, cannot extend beyond the limits

of the circulation of the city of Amfterdam, in their domeftic

dealings, and in their exchange bufinefs ; which laft is indeed

very great.

But the credit of the bank of England is equal (in a manner) to

all th€ circulation and exchange bufinefs of London, and all the

taxes paid in Great Britain. This bank, in circulating its paper, is

not limited to the weight of -coin "in England. The whole interefl:

of the national debt, and expence of the ftate, may be paid in the

paper of the bank, and be perfe(5tly well fecured, although their

xreafure in coin may feldom amount to above four millions fter-

ling.

We muft however allow, that banks of circulation, when ill

condutfted, are liable to great abiife ; as has been abundantly ex-

plained in treating of the Miilifippi, But how is abiife to be pre-

vented, while men condudl \ And difafters may happen to a bank

of depofit, to wliich the other is not fo much expofed. May not

the treafure of the bank of Amfterdam be lent out on bad fecurity ?

May not the ftate lay hold of iti May not an earthquake fwallow

up
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up the ftadthoufe ? May not the fea break in, and demolifli it ?

May not another invader, like the late King of France, in 1672, be

more fuccefsful, and carry off the bank ?

Thefe are abufes and calamities to which the bank of Amfter-

dam is expofed ; and from many of which the bank of England

is in a great meafure proteded.

Befides the banks I have mentioned, not fo much with a view

to give an hiftorical account of their operations, as to illuftrate

the principles on which they are eflabliflied, there are many
others in Europe of great and extenfive credit ; fuch as that of

Hamburg, Venice, Genoa (until the Hate fpent the treafure depo-

fited) Nuremberg, 8cc. Every one of thefe participate more of the

nature of that of Amfterdam, than of thofe in Great Britain. They

are more calculated for preferving the ftandard of their bank mo-

ney, againft the adulterations of coin, and for providing a fund

of cafh, transferable in bank credit, than for the alliftance of go-

vernment, or the melting down of folid property, which are the

great advantages pecuhar to banks of circulation.

Thefe lafl are alfo infinitely more lucrative to the bankers tham

thofe of depofit, from the intereft they draw from credits given.,

-difcount of bills, and loans to governnjent.

The profits on the bank of Amflerdam are very trifling. They
are confined to the fmall emoluments of 2 ftivers for every transfer 1

befides the intereft they draw from the brokers on the place de Dam^

for the coin and credit they furnifh them with ; and, in the laft

place, the 4, 4, or 4 per cent, every fix months, for the coin depofited,

in order to be afterwards drawn out. But on the other hand, they

are freed from the enormous expence of providing coin for the

payment of foreign balances, and from the great detail of bufip

©efs which the circulation of paper implies.

SInd of the Seconx) Part..
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OF CREDIT AND DEBTS.

PART III.

OF EXCHANGE.

C H A P. I.

Of the firfi Principles of Exchange.

HAVING ended what I had to fay of banks, in which moft of

the principles of private credit have been fufficiently deduced,

I now proceed to the dodlrine of exchange, which is the principal

operation of mercantile credit.

The fecurity which merchants commonly take from one another

when they circulate their buiinefs, is a bill of exchange, or a note

of hand : thefe are looked upon as payment. When they give cre-

dit to one another in account, or otherwife, the caufe of confidence

is of a mixed nature ; eftabliflied partly upon the fecurity of their

efFeds, partly on the capacity, integrity, and good fortune, of the

perfon to whom the credit is given.

No man but a merchant has any idea of the extent and nature of

this kind of credit. It is a thing to be felt, but cannot be reduced

to
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to principles ; and merchants themfelves can lay down no certain

rules concerning it. It is an operation which totally depends upon

their own fagacity.

, But when they deal by bills of exchange, the cafe is very dif-

ferent. The punduality of acquitting thofe obligations is effential to

commerce ; and no fooner is a merchant's accepted bill protefted,

than he is confidered as a bankrupt. For this reafon, the laws of

moll nations have given very extraordinary privileges to bills of

exchange. The fecurity of trade is effential to every fociety ; and

were the claims of merchants to linger under the formalities of

courts of law, when liquidated by bills of exchange, faith, confi-

dence, and pundluality, would quickly difappear ; and the great

engine of commerce would be totally deftroyed.

A regular bill of exchange is a piercantile contra6l, in which four

perfons are concerned, viz. i. The drawer, who receives the value t

2. His debtor in a diftant place, upon whom the bill is drawn, and

who muft accept and pay it: 3. The perfon who gives value for

the bill, to whofe order it is to be paid : and 4. The perfon to whom
it is ordered to be paid, creditor to the third.

By this operation, reciprocal debts, due in two dillant parts, are

paid by a fort of transfer, or permutation of debtors and creditors.

(A) in London, is creditor to (B) in Paris, value loo/. (C) again

in London, is debtor to (D) in Paris for a like fum. By the operation

of the bill of exchange, the London creditor is paid by the London

debtor, and the Paris creditor is paid by the Paris debtor ; confe-

quently, the tAvo debts are paid, and no money is fent from London

to Paris, nor from Paris to London.

In this example, (A) is the drawer, (B) is the accepter, (C) is the

purchafer of the bill, and (D) receives the money. Two perfons

here receive the money, (A) and (D), and two pay the money, (B)

and (C) ; which is juft wliat mull be done when two debtors and

two creditors clear accounts.

This is the plain principle of a bill of exchange. From which it

appears, that reciprocal and equal debts only can be acquitted by

them. I

When
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When it therefore happens, that the reciprocal debts of London

and Paris (to ufe the fame example) are not equal, there arifes 3,

balance on one fide. Suppofe London to owe Paris a balance, value

100/. How can this be paid ? I anfwer, that it may either be done

with or without the intervention of a bill.

With a bill, if an exchanger, finding a demand for a bill upon
Paris, for the value of 100/. when Paris owes no more to London,

fends 100/. to his correfpondent at Paris in coin, at the expence, I

fuppofe, of I /. and then, having become creditor on Paris, he can

give a bill for the value of 100 /. upon his being repaid his expence,

and paid for his rifk and trouble.

Or it may be paid without a bill, if the London debtor fends the

coin himfelf to his Paris creditor, without employing an exchanger.

This lalt example fliews of what little ufe bills are in the pay-

ment of balances. As far as the debts are equal, nothing can be

more ufeful than bills of exchange ; but the more they are ufeful

in this eafy way of bufinefs, the lefs profit there is to any perfon to

make a trade of exchange, when he is not himfelf concerned, either

as debtor or creditor.

When merchants have occafion to draw and remit bills for the

liquidation of their own debts, active and paflive, in diflant parts,

they meet upon change ; where, to purfue the former example,

the creditors upon Paris, when they want money for bills, look out

for thofe who are debtors to it. The debtors to Paris again, when
they want bills for money, feek for thofe who are CTeditors upon

it. This is a reprefentation of what we have frequently called the

money market, in which the demand is for money, or for bills.

This market is conftantly attended by brokers, w^ho relieve the

merchant of the trouble of fearching for thofe he wants. To the

broker every one communicates his wants, fo far as he finds it pru^

dent ; and by going about among all the merchants, the broker

difcovers the fide upon which the greater demand lies, for money,

or for bills.

We
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We have often obferved, that he who is the demaiider in any bar-

gain, has conftantly the difadvantage in deaUng with him of whom

he demands. This is no where fo much the cafe as in exchange,

and renders fecrecy very elTential to individuals among the mer-

chants. If the London merchants want to pay their debts to Paris,

when there is a balance againli London, it is their intereft to con-

ceal their debts, and efpecially the neceffity they may be under to

pay them^ from the fear that thofe who are creditors upon Paris

would demand too high a price for the exchange over and above par.

On the other hand, thofe who are creditors upon Paris, when

Paris owes a balance to London, are as careful in concealing what

is owing to them by Paris, from the fear that thofe who are debtors

to Paris would avail themfelves of the competition among the Paris

.creditors, in order to obtain bills for their money, below the value

of them, when at par. A creditor upon Paris, who is greatly prefTed

for money at London^ will willingly abate fomething of his debt,

in order to get one who will give him money for it.

It is not my intention to dip into the intricacies of exchange : all

intricacies mufl here be banilhed ; and inftead of technical terms,

which are very well adapted for exprefling them, recourfe mufl be

had to plain language, for pointing out the frniple operations of

this trade. It is by this method that principles mufl be deduced,

and from principles we fliall draw the confequences which may be

derived from them.

From the operation carried on among merchants upon Change,

which we have been defcribing, we may difcover the confequence

of their feparate and jarring interefls. They are conftantly interefled

in the flate of the balance. Thofe who are creditors on Paris, fear

a balance due to London ; thofe who are debtors to Paris, dread a

balance due to Paris, The interefl of the iirfl is to difTemble what

they fear; that of the lafl, to exaggerate what they wifli. The

brokers are thofe who determine the courfe of the day : and the

mofl intelligent merchants are thefe who difpatch their bufmefs

bei'ore the fad is known,
VOL. II. S f Now*
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Now I afk, how trade, in general, is interefted in the queftion,

who fliall outwit, and who fliall be outwitted, in this compUcated

operation of exchange among merchants ?

The intereft of trade and of the nation is principally concerned

in the proper method of paying and receiving the balances. It is

alfo concerned in preferving a juft equality of profit and lofs among
all the merchants, relative to the real ftate of the balance. Un-

equal competition among men engaged in the fame purfuit, con-

ftantly draws along with it bad confequences to the general under-

taking, as has often been obferved ; and fecrecy in trade will be

found, upon examination, to be much more ufeful to merchants

in their private capacity, than to the trade they are carrying on.

Merchants, we have faid, in fpeaking of the bank of England^^

endeavour to Amplify their bufinefs as much as poffible ; and com*

mit to brokers many operations which require no peculiar talents

to execute. This of exchange is of fuch a nature that it is hardly

poffible for a merchant to carry on the bufinefs of his bills, with-

out their affiftance, upon many occafions. When merchants come

nipon Change, they are fo full of fears and jealoufies, that they will

not open themfelves to one another, lefl; they fhould difcover what

they want to conceal. The broker is a confidential man, in fomc?

degree, between parties, and brings them together.

Befides the merchants, who circulate among themfelves their re-

ciprocal debts and credits, arifing from their importation and expor-

tation of goods, there is another fet af merchants "who deal in

exchange ; which is the importation and exportation of money and

bills.

Were there never any balance on the trade of nations, exchangers

and brokers would find little employment r reciprocal and equal

debts would eafily be tranfaded openly between the parties them-

felves. No man feigns and diflembles, except when he thinks he

has an intereft in fo doing.

But when balances come to be paid, exchange becomes intricate

;

and merchants are fo much employed in particular branches of

bufinefs^
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bufinefs, that they are obHged to leave the liquidation of their d^bts

to a particular fet of men, who make it turn out to the belt advan-

tage to themfelves.

Whenever a balance is to be paid, that payment cofts, as we have

feen, an additional expence to thofe of the place who owe it, over

and above the value of the debt.

If, therefore, this"expence be a lofs to the trading man, he muft

either be repaid this lofs by thofe whom he ferves, that is, by the

nation ; or the trade he carries on will become lefs profitable.

Every one will agree, I believe, that the expence of high exchange

upon paying a balance, is a lofs to a people, no way to be compen-

fated by the advantages they reap from enriching the few indi-

viduals among them, who gain by contriving methods to pay it

oiF: and if an argument is neceflary to prove this propofition, it

may be drawn from this principle, to wit, whatever renders the

profit upon trade precarious or uncertain, is a lofs to trade in gene-

ral : this lofs is a confequence of high exchange ; and although a

profit does refuk from it upon one branch of trade, the exchange

bufinefs, yet that cannot compenfate the lofs upon every other.

We may, therefore, here repeat what we have faid above, that

the more difficulty is found in paying a balance, the greater is the

lofs to the nation.

This being admitted, I fliall here enumerate all the difficulties

which occur in paying of balances. Mofl of them have been already

mentioned from their relation to fubje6ls already difcuflTed ; and

could it be fuppofed, that every reader has retained the whole chain

of reafoning already gone through, a repetition in this place would

be fuperfluous : but as that cannot be expedted, I fhall, in as fhort

and difiin(5l a manner as pofiible, recapitulate, under four articles^

what I hope will be fufficient to refrefh the memory upon each of

them,

itno, The firft difficulty which occurs in paying a balance, is to

determine exactly the true and intrinfic value of the metals or coin

in which it is to be paid 5 that is to fay, the real par.

S f 2 2do, How
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^do, How to remove the domeftic inconveniences which occur in;

paying with the metals or coin.

^tlo, How to prevent the price of exchange frorn operating upoit

the whole mafs of reciprocal payments, inllead of aiFeding only

the balance.

The remedies and palliatives for thefe three inconveniencies ones

difcoveredj comes the lafl queftion, viz. How, when other expe-

dients prove ineffectual for the payment of a balanccj the fame

may be paid by the means of credit, without the intervention o£

coin ; and who are thofe who ihould condudl- that operation.

C H A P. II.

How to determine exaSily the true and intrinjic value of the Metals^

Coirjy or Moneyy in which a Balance- to foreign Nations is to be paid,.

THIS firft queftion regards the whole mafs of reciprocal' pay-

ments, as well as that of the balance.

Every payment to be made of a determinate and fixed valuej

that is to fay, of a liquidated debt, muft be paid in a value equally

determinate in its nature.

This I fuppofe to be the cafe, whether payment be made in the

precious metals unmanufactured, bullion, or in a nation's coin, or

in denominations of money of account. All payment in merchan-

dize, except bullion, muft fuffer converfions of value before the

debts can be liquidated.

Money of accompt, which is what we underfland by denomina-

tions, we have defined to be a fcale of equal parts, calculated to

determine the value of things, relatively to one another. It muft,

therefore, be by the money of accompt of different nations, that

tlie value of b«.illion and of coin can be determined.

When
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When coin is introduced, the denominations of money are real-

ized in a determinate quantity of the precious metals, and the.

fabrication of the. bullion into coin, raifes the value of that com-.

modity, bullion, Uke the manufaduring of every other- natural

production ,-

When coin, therefore, is employed in paying fums according ta

the legal denomination which it carries, it is money,, notmerchan-

dize ; but when it is given at any other rate than its denomination,

it is merchandize, not m.oney.

In the third book, we have fliewn how utterly impoffible it is to

realize with exadtnefs, the denominations of money of accompt, in

the metals which are. conllantly varying in their value, and expofed

to wafte in circulation..

We have Ihewn, by many examples, how, in fadl, the value of

the pound llerling has been fubjedt to great viciflitudes of late, from

the great diforder of the coin.

The coin of France is, indeed, upon a better footing in point o£

uniformity of weight, than ours ; and the. proportion of the metals

in it comes nearer their prefent value in the market : but then as

oft as the balance turns, againll France, the high.impofition upon,

her coinage, expofes the coin to great fludtuations of value, when
compared with bullion in the Paris market. This is alio to be

afcribed to the imperfedlion of the metals when ufed as money,

while they are merchandize at the fame time..

This being the cafe, the.way to calculate the real par of exchange

between nations, who have in common no determinate and inva-

riable money, exclufive of coin, is to confider fine gold and filver

as the next bell llandard.

This is a merchandize which never varies in its quality. Fine

gold is always the fame in every mafs ; and weight for weight,

there is no difference in its value or quality any where.

This ftandard being once adopted, the calculation of the real par

becomes an eafy operation to thofe who know the courfe of the

bullion market in the two places exchanging.

If
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If, by the exportation of all the heavy coin of London, bills muft

be paid in a worn out currency, the rife in the price of gold in their

market, above mint price, will mark pretty nearly how far it is

light.

If, on the other hand, the wars of France, or an unfavourable

balance upon her trade, fhall oblige her to export her coin, that

operation -will ftnk the value of it, or ralfe the price of bullion,

which ever way you choofe to exprefs it.

It is not here a proper place to refume the queftion, which of the

two expreffions is the moil proper : we are here conlidering the

value of the bullion as what is fixed, becaufe it anfwers the purpofe.

But whether we fay that bullion rifes in the markets of Paris and

London ; or that the value of their currencies/?//^, though from very

different caufes, the calculation of the real par will proceed with

equal accuracy. An example will illuftrate this.

When/«£ gold is at the loweft price to which it can ever fall at

Paris, that is to fay, at the mint price, it is worth 740 livres 9 fols,

or 740.45 livres per mark, in decimals, for the eafe of calculation.

The mark contains eight ounces Paris weight.

Were the ounces of Paris equal to thofe of troy weight, -i of this

fum, or 92,5562 livres, would be the value of that ounce by which

gold is fold at London.

But the Paris ounce is about li- per cent, lighter than the troy

ounce ; and the exacft proportion between them is unknown, froni

the confufion of weights, and the want of a fixed ftandard in Eng-

land.

By the beft calculation I have been able io make, a Paris ounce

ftiould contain 473 grains troy, which makes the proportion between

the two ounces to be as 473 is to 480, which is the number of grains

in the troy ounce.

Gold bullion at Paris is regulated by the mark/«f , at London by

the ounce Jr/indar4.

When ftandard gold bullion is at the lowefl; price it can be at London,

11 15 worth the mint price, or 3/. lys. i-oid, per troy ounce, which,

exprefied
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cxprefled in decimals, is 3.8937 /. fterling. Standard is to fine, as 1

1

is to 12; confequently, the ounce fine is 4.2476/. ilerling: and if

the Paris ounce of fne bullion be worth, as has been faid, <)2.^£6z

livres, the ounce troy, according to the above proportion, will be

worth 93.926 livres. Divide then the livres by the Ilerling money,

and the quotient will give you the real par of exchange of the

pound fterling, while bullion remains at that value in Paris and in

London, viz. ^^^^:^z2.ii'7. livres for the pound, or 12.56 d. fterling

for the French crown of 3 livres.

Gold bullion never can rife in the Paris market, at leaft all the

laft war it never did rife, above the value of the coin ; that is, to

801.6 livres the mark fine, or 100.2 livres^<fr ounce Paris, and 101.7

livres the troy ounce»

How high the price of gold bullion may rife at London no man
can fay ; but the higheft it rofe to, during the laft war, was, I be-

lieve, 4/. OS. Sd. per ounce ftandard, or to 4.3999/. fterling per

ounce fine. By this divide the value of the ounce troy fine in French

livres, the real par at this rate of the metals in both cities will be

-^^i.?-? = 23.11 livres for the pound fterling, or 31.155 pence fterling

for the French crown of 3 livres. But fuppofe two cafes which

may happen, viz. i.That gold bullion at Paris fliould be at the

price of coin, while at London it may be at mint price : or, 2. That

at Paris it may be at mint price, when at Londan it is at 4/., oj. 8d,

what will then the real par of exchange be ?

I anfwer, that on the firft fuppofition, it will be one pound fter-

ling, equal to 23.939 livres, and rhe crown of 3 livres equal to 30.076

pence fterling. In the other, equal to 21.34 litres for the pound

fteyling, and for the crown of 3 livres 33.728. A difierence of no

lefs than 8.^ per cent.

Is it not evident that thefe variations jnujl occur in the exchange

between London and Paris I And is it not alfo plain, that they pro-

ceed from the fluctuation of the price of bullion, not from exchange ?

We have, I think, demonftrated, in the third book, that a wrong

balance upon the French trade raifes bullion to the price of coin

;

and
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and that a right balance brings it down to mint price. The price

of coinage is above 8 per cent. So that 8 per cent, of flu6luation in

• the price of bulhon is eafily accounted for in the Paris market, with-

out combining the variations in the EngliQi market.

In London, where no coinage is paid, were all the coin of full

weight, and exportation free, coin and flandard bullion would con-

ftantly ftand at the fame price : but when the heavy coin is exported,

and the currency becomes light by the old remaining in circula-

tion, the price of bullion rifes in proportion.

Is it furprizing that, at London, gold in bullion fliould be worth

as much as gold of the fame ftandard in guineas, weight for weight ?

It is worth as much at the mint, why Ihould it not be worth as

much at market ? Any man may offer to pay /or the ounce of all the-

guineas coined by Charles II. James II. and William III. now in cir-

culation, the highell market price that ever was given for flandard

gold bullion in London, and gain by the bargain.

This, I hope, will be fufficient to fatisfy any body that there is a

miftake in afcribing the high price paid for the French crown in the

London exchange, to a wrong balance upon the trade of England

with France.

From this new light in which I have placed the queftion, I hope

the arguments ufed in the i6th chapter of the firft part of the third

book, will acquire an additional force ; and that thereby the eyes

of this nation may be opened with regai'd to the interefts of the

French trade ; a point, I fhould think, of the higheft concern.

To calculate, as every body does, the par of the French crown, either

by the gold or the filver in the YA\gYi^Jlandard coin, when no fuch

Jlandard coin exifts ; and to Hate all that is given for the crown above

29!.^. if you reckon by the filver, or 30^^. if you reckon by tlie

gold, for the price of a wrong balance, is an error which may lead

to the mofl fatal confequences.

If government fhould think fit to impofe, in their own mint, a

coinage, equal to that of France, and make all tlieir coin of equal

weiglit, and at the due proportion, it will take oS" all the lofs w£
fulTer
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fuiFer by paying coinage to France, which we at prefent impute to

the exchange, while fhe pays none to us. But then it will occafion

nearly the fame fluduations upon the real par of exchange as at

prefent ; only from another caufe on the fide of Great Britain. At

prefent our exchange becomes favourable from the weight of our

own currency, and the balance againlt France upon her trade ;

which, in Paris, raifes the price of the bullion with which we pay

our French debts. On the other hand, our exchange becomes un-

favourable from the lightnefs of our own currency, from the coin-

age we pay to France, and balance againfl; us ; which laft carries off

all our new guineas ; and in the Paris market, fmks the value of

that bullion in which we pay our French debts.

Were matters put upon a right footing, we fliould gain from
France the price of our coinage, when our balance is favourable,

and pay coinage to France when their balance is favourable ; in-

flead of feeing our exchange turn more in our favour, only from

the additional weight of the coin in which we pay.

If French coinage fhould appear too high a price for the intereft of

other branches of Britifh trade, a queftion I fliall not here deter-

mine, let us impofe at leaft as much as to keep our guineas out of

the melting-pot, and banifli all the old coin which throws us into

fuch confufion.

^ What has been faid is undoubtedly too much upon this fubjeft

for the generality of readers. The number of thofe v/ho can go
through a chapter like this with pleafure is very fmall. But if the

idea I have been endeavoiuing to communicate, be found juft by

one man of capacity, whofe opinion fliall have weight in the deli-

berations of Great Britain, the confequences may be great to this

nation ; and this confideration will, 1 Iiope, plead my excufe.

• I fliall now fet this queftion in another point of view, from which
the ftrefs of my arguments will be felt, and all intricate combina-
tions Vv'ill be laid afide.

Does not the price of exchange, or- what is given above the par,

proceed from the expence of fending the metals from one place to

VOL. n. T t'

'

the
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the otlier, the infurance of them, and the exchanger's profit? If

th.is be true, which I believe no body will deny, mufl not what is

paid for the bill, over and above thefe three articles, be confidered

as the real par, relative to exchange ? Now does the price of the

bullion which the exchanger pays in his own market, or the price-

he gets for that bullion in the market to which he fends it, at all

enter into the account of the tranfportation, rifk, and profit, which

the exchanger has on the operation ? Certainly not. May there not

be a very great difference between the buying and felling the very-

fame bullion in different markets at one time and another ? Ought

we not to charge that to fome other accompt than to the price of

ex:change, which is confined to the expence of tranfporting the ba-

lance only,, and when tv/o objects totally different are included un-

der the fame term, does it not tend to perplex our notions concern-

ing them ?

The great variation in the price of bullion in France, for example,

and the expence of procuring it, proceeds from three caufes. The

j&rfl is, the coinage impofed in France, while none is impofed in

England. What, therefore, is paid upon this account, is profit to,

France, and lofs to England.

The fecond caufe of var!ation, is the debafement of the value of

the pound flerling, when the heavy gold has been fent abroad..

That lofs affetfts the nation, and every ma.n in England, in the qua--

lity of creditor for fums fpecified in pounds fleriing, to the profit

of all debtors.

The third caufe of variation, is from the great expence exchangers
.

are put to, in procuring the metals from other countries, when they-

cannot be got at home : the eonfequence of this flaall be explained;

in a fucceeding chapter.

As all thefe caufes are combined in the exchange upon bills when

they come to market, I think it is proper to analize them, before

the doftrine we are upon can be diftindly underfl;ood.

I Ihall therefore conclude my chapter with this propofition :

-J That
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That the beft method of determining exadly the true and intrinfic

value of the metals, coin, or money, in which the balance due to

or from a foreign nation is to be paid, is to compare the refpe6tive

Value of fine bullion with the refpe6live denominations of the coin

in the one and the other ; and to flate the difference as the price

paid for the exchange *.

* There occurs another confiderable difficulty to be removed, before the real par of

exchange can be exadly determined from the price of bullion, to wit, the uncertainty

of weights, and the multiplicity of them.

Every nation in Europe has a different weight, I might almoft fay every city. This

has proceeded, in a great meafure, from the inaccuracy with which they have been

made formerly. I think it is highly probable, that many, at leaft, of the principal

weights in Europe, have derived their origin from the fame ftandard ; although they

are now confiderably different. Thofe I am bcft acquainted with are the following, of

which I fhall here fet down a fliort table, reduced to troy grains, according to the bed

calculation I have been able to make.

One ounce troy contains - - - - - 480 troy grains.

One ounce Paris, or /iw'Jj J^ »w?T, • - - - 473

One ounce Holland troes ----- 473.27

One ounce Colonia - - - - _ . 449-33

Thefe are the weights ufed in the mints of England, France, Holland, and Germany.

If therefore we ihould call the troy ounce 100, the proportion of the reft wi'.l be as

follows :

Troy - - - -- - - - loo

Paris - -«--- - - 9S.541

Holland ------ - - 98.597

Colonia _.----- 93-6 r

I have chofen to reduce to ounces; becaufe it is the denomination in which the pro-

portion of weights is beft preferved.

Thefe ounces I apprehend to have been originally taken from the old Roman pound,

which was the weight adopted by the Emperor Charles the Great, who applied himfelf

much to the eftablifliing a general ftandard of weights in his dominions.

In the examples I have given, we fee how the Colonia ounce deviates more t'lan any

other from the average on the whole.

This ounce is very near equal to the old Saxon ounce, eftabliftied in the Englifii

mmt jt th: Norman conqueft, and there preferved, until Elenry VIII. fubfticuted

T t 2 in
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in its place, the troy weight. This circumftance makes it probable that the Saxon

ounce came originally from Charles the Great, who firfl: conquered the Saxon nation-,

and drew them from a (late of abfolute barbarity. The rude manners of the Saxony,

may have occafioned this great deviation.

The difference, therefore, in thofe ounces, I afcribe to the progrefiive error of thofe

who have made weights, and from the rjeglecEl of preferving a proper ftandard.

The beft remedy for this inconvenience, would be, for any one mint to form 21-^

weight, ed libitum, and to fend a moft accurate copy of it to every mint in Europe : to

mention, at the fame time, the exaft proportion between the weight fent, and that ob,

ierved at their own mint: to beg of the other mints an equal communication of th^

pn portion between the weight fent, and their feveral (tandards : andlafl of all, topub-

lifli in the news -papers of all commercial towns, every market day, as is done at Am..-

fierdam, the price oi fine gold and filver, according to this new weight made for the

purpdfe. This weight may be called the mint-weight of Europe ; and from the uni»

verfal utility which would. follow upon fach a regulation, it. probably might be followed :

were this to happen, it might be a.ftep towards, eftablilhing. an univerfal conformity of

weights every where.

.. While matters ftand orv-the pyefetrt f®oting,..^il is neceffary to be informed of thre«

particulars. Fird^ Of the proportion of the different "mint weights. Secondly, Of

the regulations by which the coin- is made. And laflJy, Of the exatSbnefs of the mints-

in following the regulation. Every miftake-in anyone of thefe three articles, -is -an

impediment to the juft determination of the-real par.

I acknowledge that,, in fadl, exchange bufinefs goes on fmoothly, notwithftanding

all the difficulties we have been enumerating. It may therefore be afked, in what

>vould confift the great advantage of fo fsrupulaus a nicety ? ..

My anfwer is, that ex-change- bufinefs will always gou fmoothly on, as long, as,

exchangers gain, and that trade is not interrupted. - . .

But trading men confider their own intereft only ; and I am confi^ering the interefl:

«f an intelligent itate, which wants to promote the good of the whole community, with?-

cut OGcafioning any hurt to the intereft of individuals..
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CHAP. in.

How to fe??icn:s the i?:conveniences which occur m paying Bauvices

wijh the Metals cr Coiji of a Nation.

THE inconvenierices which occur when balances are to be paid-

in buUion or coin are thefe :

Firft, The want of fecure and ready tranfportation, from the ob-

ftrudlions government throws in the way to prevent it.

Secondly, The difficulty of procuring the metals abroad' when
they are not to be found at home.

When we fpeak here of balances to be paid from one country to

another, we underfland, that the general amount of the v/hole-

payments to be made to the world, exceeds the fum of all that is

reciprocally due from it. So far as a balance due to one country

is compenfated with a balance due by another, they may be mu-
tually difcharged by bills of exchange, according to the principles

already laid down. All compenfations being made by bills drawn for

reciprocal debts, w^e muft here fuppofe a balance due by the country-

whofe interefl; we are confidering. This, like debts between pri-

vate people, muft either be paid in intrinfic value, or by fecurity^

for it; that is, by contradling a permanent debt bearing intereft,.

The firft is the queftion here before us ;. the fecond.will be exa--

mined in the fucceeding chapter.

The firft difficulty mentioned, to wit, the want of fecure and'

ready tranfportation of the metals, proceeds in a greatmeafure from

the obftrudlion government throws in the way, to prevent the ex-

portation of them. To remove v/hich difficulty, it is proper to fliew

how far it is the intereft of government to obftrud, how far to acce-

lerate the tranfportation of the metals.

We have faid that it is the advantage of every ftate, in point of

trade, to have balances paid with the leaft expence. If then w^e

fuppofe that it is either necelTary or expedient that this balance

fkouldi:
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fhould be paid in the metals, government, in that cafe, fliould

faciUtate by every method the fending them off in the cheapeft and

fecureft way.

But fince governments do not follow that rule, we muft examine

the reafons which engage them to prefer a contrary conducSt.

The principal, the moll general, and moft rational objection

againft the exportation of the metals, is, that when it is permitted,

without reftridion, it engages the people, when they go to foreign

markets for articles of exportation, to run to the coin, inftead of

carrying thither the produdl and manufactures of the country.

From which a confequence is drawn, that as long as coin and bul-

lion are fairly allowed to be exported, the rich inhabitants will

employ them for the purchafe of foreign commodities, to the hurt

of domeilic induftry.

This is an objecTiion of great weight, relative to the fituation of

many nations. The Spaniards and Portuguefe feel it feverely.

Many individuals there are very rich ; the numerous clafles of the

people are either lazy or not properly bred to induftry. In that

fituation the alternative to government is very difagreeable. Either

the rich muft be deprived of every enjoyment with which their

induftiious neighbours alone can fupply them, until, by very flow

degrees, the loweft clafles of their countrymen can be engaged to

change their way of living, and be infpired with a fpirit of in-

duft y ; or they muft be allowed to gratify the deflres which riches

create, at the expence of the nation's treafure, and the improvement.

of their country.

From this alternative we difcoverthe principle which directs the

condu6l of a ftatefraan under fuch circumftances, viz.

To forbid the importation of every foreign manufacture whatfo-

cver ; to fubmit to the hardfliips neceflarily implied in the circum-

ftances of the nation ; and to pay freely what balance may be ow-

ing upon natural produce imported for the ufes of fubfiftencc, or

manufafture.

This is a plan more rational and more eafiiy executed, than a ge-

neral prohibition to export the metals ; becaufe with good regula-

tions,
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tions, properly executed, you may prevent the importation of ma-
nufadtures ; but it is hardly poffible to prevent the exportation of

the metals necellary to pay for what you have bought from ftran-

gers, by the permiffion of government: and on the other hand,

fuppofe you do effeftually prevent the exportation of the metals,

the confequence will be, to put an end to all foreign trade even in

natural produce. What nation will trade with another who can pay

«nly by barter? All credit will then be cut off; for who will ex-

change by bills, with a place which cannot pay, either in their

own currency, or with the metals, the debts which they recipro-

cally owe ?

The maxim therefore, here, is to prevent the contracfting of debts

with ilrangers ; but when you allow them to be contraded, to faci-

iitate the payment of them.

This reafoning is only calculated to dire(5l a flatefman who finds

himfelf at the head of a rich luxurious nobility, and an idle or ill

inftruded common people, furrounded by induilrious neighbours,

whofe afllftance may be neceflary upon many occafions, to provide

fubliftence, or the materials of manufadlure, to his people; and

this while he is forming a fcheme of introducing induflry at home,,

as a bafis for afterwards eflablifliing a proper foreign commerce.

But in this fubjecfl combinations are infinite, and the fmalleft'

change of circumfiances throws the decifion of a queflion on a dif-

ferent principle.

1 will not therefore fay, that in every cafe which can be fup-

pofed, certain reflridlions upon the exportation of bullion or coin;,

are (contrary to good policy. This propofition I confine to the flou-

rifhing trading nations of our own time.

To fet this matter in a fair light, and as an exercife upon prin--

eiples, I ihall borrow two combinations, one from hiftory, and an-»

other from a- recent example in France, in which a clog upon the.

exportation of the metal's and coin were very politically laid on.

We learn from the hillory of Henry VII. of England, a fagacious-

Prince, that he eflabliilied very fevere laws againll,the- exportation
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of builion ; and obliged tile merchants who imported foreign com-

modities into his dominions, to invefi: their returns in the natural

produce of England, which at that time confined principally in

wool and in grain.

The circumftances of the times in which that Prince lived, muft

therefore be examined, before we can juftly find fault with this ftep

of his political oeconomy.

In Henry the Vllth's time, the foreign trade of England was en-

tirely in the hands of foreigners, and almoft every elegant manu-

fadlure came from abroad.

Under fuch circumftances, is it not plain, that the prohibition of

the exportation of bullion and coin was only a corapulfion, con-

comitant with other regulations, to oblige foreign merchants,

refiding in his kingdom, to buy up tho fuperfluity of the Englifli

natural produce of wool and grain ? Had not the King taken thofe

meafures, the whole money of the nation would have been ex-

ported ; the fuperfluous natural produce of England would have

lain upon hand ; the abundance of thefe would have brought their

price below the value of the fubfiftence of thofe who produced

them ; agriculture would have been abandoned ; and the nation

would have been undone.

- I allow that nothing is fo abfurd as a defire to confume foreign

productions, and to forbid the exportation of the price of them, I

alfo allov/, that every reflraint laid upon exporting lilver and gold,

f.llls upon the confumer of foreign goods, and obliges him to pay

the dearer for them ; but this additional expence to the confumer,

dt3es not augment the mafs of foreign debts. The debt due abroad .

will conftantly be paid Vv-ith the fame quantity of coin, whether the ;

exportation of it be allowed or forbidden ; becaufe the lofs of thofe

vv'ho pay the balance arifes from the rifk of confifeation of the mo-

ney they want to export againfl lav/ ; or from the high exchange

they are obliged to pay to thofe who take that rifle upon themfelves^

In both cafes, the additional expence they are put to remains in the

country, and is repaid them by the confumers ; confequently, can

never
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never occafion one farthing more to be exported. Prohibitions,

therefore, upon the exportation of fpccie, are not in every cafe fo

abfurd as they appear at firft fight. It is very certain that no body

gives money for nothing ; confequently, a ftate may reft afhired

that the proprietors of the fpecie, their fubje(5ls, will take fufficient

care not to make a prefent of it to foreigners. The intention,

therefore, of fuch prohibitions, is not to prevent the payment of

what people owe ; but to prevent that payment from being made in

coin or bullion ; and alfo to difcourage the buying of fuch foreign

commodities as muft be paid in fpecie, preferably to others which

may be paid for with the returns of home produce.

. When a llatefman, therefore, finds the balance of trade, upon

the main, favourable to the country he governs, he need give him-

felf no trouble about the exportation of the fpecie, from this fingle

principle, to wit, that he is fure it is not given for nothing. But

when the balance turns againil them, in the regular courfe of bu-

fmefs, not from a temporary caufe, then he may lay reftraints upon
the exportation of fpecie, as a concomitant reftridlion, together

with others, in order to diminifli the general mafs of importations,

and thereby to fet the balance even.

In a trading nation, I allow, that no reftricftion of that kind ought

to be general ; becaufe it then affecSts the ufeful and the hurtful

branches of importation equally : but in Henry's days, the fale of

corn and woolwas fufficient to procure for England all it wanted from

abroad ; and the interefts of trade were not fufficiently combined,

to enable the ftate to acl by any other than the moft general rules.

Forbidding the exportation of coin was found to promote the ex-

portation of Englilh produ6lions, and this was a fufficient reafon

for making the prohibition peremptory. In this view of the mat-

ter, did not Henry judge well, when he obliged the merchants who
imported foreign goods, to inveft the price they received for them
in Englifli commodities ? Once more I muft fay it, he was not fo

much afraid of the confequences of the money going out, as of the

corn and wool remaining at home ; had he been fure of the expor-

VOL. II. U u tation
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tation of thefe articles to as 'good purpofe another way, the prohi-

bition would have been abfurd j but I am perfuaded that was not

the cafe.

The example taken from France is this.

After the fatal bankruptcy in 1720, by the blowing up of the

Miflifippi, the trade of France languiflied from the eife6ts of the

inftability of their coin, until the year 1726, when it was fet upon

that footing on which it has remained ever fince.

Upon that lall general coinage, the fame principles of enriching

the King by the operation, diredled the condudl of the minifter.

The old fpecie was cried down, and profcribed in circulation:

but it was thought, that as it was the King's toin, he had a liberty

to fet a price upon it, at a different rate from any other bullion of

,

the fame finenefs ; and that he had alfo a right to command the

proprietors of it to bring it to the mint at his own price.

The confequence was, that thofe who could were very defirous

to fend it to Holland, in order to draw back the value they had fent

in bills upon Paris.

Under fuch circumllances, were not prohibitions upon the ex-

portation of this coin moil confiftent with the plan laid down ? We
ihall, in the next chapter, examine the confequences of this ope-

ration upon the exchange of France.

What has been faid, will, I hope, fuffice to explain fome of the-

principal motives which llatefmen may have, when they lay re-

ltri(5tions on the exportation of the metals, with a view to favour the

trade of their nation.

But befides the interefts of trade, there are other reafons for lay-

. ing prohibitions on the exportation of the national coin, although^,

that of bullion be left free under certain reftri^lions.

As often as it happens, from whatever caufe it may proceed, that

the value of a nation's coin falls to par with buJlion of the fame

finenefs, that coin, if exported, may be melted down* This is a;

lofs ; becaufe it puts the nation to the expence of coining more for.

tlie ufe of circulation
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When nations give coinage gratis, or when they allow the coin

of other nations the privilege of paihng current under denomina-

tions exadlly proportioned to its intriniic value, then coin never can

be w^orth more than any other bullion of the fame flandard ; con-

fequently, will be exported or fmuggled out upon every occafion.

If, therefore, a nation does really defn-e to avoid an expence to

the mint, they mull make it the intereft of merchants to export

every other thing preferably to their own coin. This is done by

impofing a duty upon the coinage ; and this will either prevent its

going out unneceflarily, or if it be necelTary to export it, the coin

will return in the payments made to the nation, in confequence of

its advanced value above any other bullion which can be fent.

The forbidding the exportation of coin, implies a reftri6lion upon

the exportation of bullion ; becaufc, unlefs the bullion be examined

at the cuftom houfe, and the ftamps upon it looked at, it may hap-

pen to be nothing but the nation's coin melted down, with an in-

tention to avoid the law. For this reafon, whoever brings bullion

to be llamped, whether it be for exportation or not, mull declare

that it is not made of the nation's coin. How llender a check are

all fuch declarations ! The only one efFecTiual is private intereft ; and

as no man will take his wig to fluff his chair, when he can get

cheaper materials equally good, fo no man will melt down coin

which bears an advanced value, when he can procure any other

bullion.

On the whole, we may determine, that a flourifliing commercial

Hate, which has, on the average of their trade, a balance coming

in from other countries, iliould lay it down as a general rule, to

facilitate the exportation of their coin, as well as bullion : and if a

very particular circumftance Ihould occur, which may continue for

a fliort time, they may then put a temporary ftop to it, and facilitate

the payment of the balance in the way of credit.

I have enlarged fo much upon the methods of removing the firft

difficulty of paying a balance, with the coin or bullion found in a

U u 2 nation.
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nation, that what remains to be faid upon the fecond difficulty, to

wit, the procuring them from other nations, need not be long.

Were the mint weights of all countries fufficiently determinate j

were the regulations concerning the flandard of bullion exactly

complied with ; and were the current market prices, of that impor-

tant commodity, confidered as a valuable piece of intelligence every

where, the bullion trade would be much eafier than it is.

We have faid, that when the reciprocal debts of two nations are

equal, there is no occafion for bullion to difcharge them. But

trading nations are many ; and from this it may happen, that one

who, upon the whole, is creditor to the world, may be debtor to a

place which is alfo creditor to the world ; and in this cafe bullion

is necefTary to pay the debt.

If a man owes money to a perfbn who has many creditors, the

perfon owing, may buy up a claim againft him, and pay what he

owes in that way : but if the perfon to whom he owes money be

indebted to no body, then the debt mull be paid with ready money.

Jufl fo of nations. For inflance, when bullion is demanded to be

exported to Holland, the Englifli merchants, who are creditors on

Spain and Portugal, take from thence their returns in bullion, for

the fake of paying a balance to Holland, which is, upon the whole,,

creditor to the world.

But as it feldom happens, that he who deals with Holland is

the perfon who has credit in Spain or Portugal, he is obliged to

apply to Portugal merchants to procure bullion. They again who

trade thither, having profit on the returns of the commodities

they bring from thence, will expert the fame profits upon the

bills they give to the man who wants to take his return in bullion.

This plainly raifes the price of bullion in the Englifii market ; be-

caufe it is brought home in confequcnce of a demand from Eng-

land. On the other hand, when the demands of England for Por-

tuguefe commodities is lefs than the value of what Portugal owes

her, the Portugal merchants in London are obliged to take the b»-^

lance
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lance in the metals. Thefe come to the London market, and are

offered to fale to thofe who want them : then the price of buUion

falls ; becaufe the demand comes from the other fide.

To go through all the operations which merchants employ to

abbreviate the procefs I have been defcribing, would, indeed, better

explain the pra6lical part of exchange, than what I have faid ; but I

write, not to inflru6l merchants, but to extract from their compli-

cated operations, the principles upon which they are founded.

C H A P. IV.

How the Price of Exchange^ in a profperous trading Nation^

may be prevefitedf?'om operating upon the whole Mafs of reciprocal

Payments^ in place of affe8ih^g the Balance only,

WE have taken it for granted, that the price of exchange is a

hurt to trade in general.

In this chapter, we fhall inquire more particularly than we have

done, in what that hurt confifts. The point of view of every man,

whether he be a merchant or not, is firit honeftly, and as far as law
and fair dealing permit, to confult his own private intereft ; and

in the fecond place, to promote that intereft with whicli his own is

moft clofely conneifted..

According to this rule, every merchant will endeavour to manage

his exchange bulinefs to the beft advantage to himfelf. If the ba-

lance be againft his country, he will fell his bills to the country

creditor as dear as he can ; that is, he will endeavour to raife the

price of exchange as high as he can againft his country, whatever

hurt may thereby refuk to the general trade of it ; and in fo doing,

he only does what duty to himfelf requires \ becaufe it is by mind-

ing
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ing his bufmefs only, that he can trade upon equal terras with his

neighbours, every one of which avail tliemfelves of the like fluc-

tuations, when they happen to be in their favour.

From this I conclude, that fmce the lofs upon high exchange

againft a country, afFedls principally the cumulative intereft of the

whole, relative to other trading nations ; it is the buiinefs of the

flateiman, not of the merchants, to provide a remedy againft it.

The whole clafs of merchants, no doubt, exchangers excepted,

would be very glad to find the courfe of exchange conftantly at par.

This is alfo greatly the interefl of the ftate ; becaufe it is from the

balance in its favour, not from the profit 7nade in draiving that balance

from the debtor, that the ftate is a gainer. This mufl be explained.

I am to fhew how it happens, that a nation is only benefited or

hurt by the net balance which it receives from, or pays to her

neighbours : and that the whole expence of paying or receiving

that balance, is not national, but particular to individuals at home ;

confequently, it would be the intereft of all flates, that balances,

both favourable and unfavourable, were paid by the nation debtor,

at the leaft expence poflible.

The great difficulty in communicating one's thoughts upon this

fubjed with diftindnefs, proceeds from the ambiguity of the terms

necefTary to exprefs them. This may be avoided by adopting the

technical terms of merchants ; but thefe are ftill more difficult tp

be comprehended by any one not converfant in commerce. I fliall

acquit myfelf of this difficult tafk the beft way I can.

When we fpeak of a balance between two nations, we fliall call

the nation who owes the balance the nation-debtor; the other to

whom it is owing, the nation-creditor.

Balances imply reciprocal debts ; confequently, reciprocal debtors

and creditors. To avoid, therefore, confufion in this particular, we

fliall ufe four expreffions, viz. the debtors to the nation-creditor;

the debtors to the nation-debtor j the creditors to the nation-

creditor ; the creditors to the nation-debtor.

Let
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Let me fuppofe that Paris owes a balance to London, no matter

for what fum. The reciprocal debts between Paris and London are

all affe(5ted by the confequence of this balance : that is to fay, fome

pay or receive more than the real par; fome pay or receive lefs.

To difcover where the profit centers, we are now to inquire who

are thofe who receive more, who are thofe who receive lefs. And

as profit and lofs are here only relative, that is to fay, the profit of

the one is compenfated by the lofs of the other ; we muft fee whe-

ther or not, upon the whole, the price of the exchange in this cafe

be favourable to London, to which, by the fuppofition, the balance

is due, .and unfavourable to Paris, which is the debtor.

The quefiion thus Hated, let us examine the operations of ex-

change at London and- Paris, and the Hate of demand in both, for

money or bills.

-

In the London market, the demand will be for money in London

for bills on Paris ; and he who demands, mull pay the exchange ;

confequently, the London merchants, creditors to the nation-debtor,

willpay the exchange ; that is to fay, they will fell their bills on

Paris below par ; and the London merchants, debtors to the nation-

debtor, will buy them, and gain the exchange ; that is, they will

buy bills upon Paris below par.

Now as this negotiation is carried on at London, Imuil fuppofe

it to take place amongft Englifhmen ; one part of whom will gain

exadly what the other lofes ; confequently England, in this refpec5l,

neither gains or lofes by the exchange paid in London,

Let us next examine the interefl of the merchants, and the inte-

reft of the nation's trade.

The creditors to the nation-debtor, who have lofi; by the exchange,

are thofe who have exported Englidi commodities to France. Upon

this profitable branch of commerce the exchange occafions a lofs,

the confequence of which is, to difcourage exportation.

The debtors to the nation-debtor, who have gained by the ex-

change, are thofe who have imported French commodities to Eng-

land. Upon this hurtful branch of commerce, the exchange occa-

fions
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lions a profit ; the confequence of which is, to encourage impor-

tation.

This is not all. The merchants exporters, who have loft, can-

not draw back their lofs upon the return of their trade ; becaufe

the return of their trade is the 7noney due by France, the balance

included. Whereas the merchants importers may draw back their

lofs upon the return of their trade ; becaufe that return is merchan-

dize, which they can fell fo much the dearer to their own country-

men.

If the balance be in favour of London, importers gain, as we
have feen ; when it is otherwife, and when they are obliged to pay

the exchange, they indemnify themfelves, by the fale of their

goods fo much the dearer. High exchange, therefore, may hurt

exporters, but never can hurt importers.

Let us next examine the operation of exchange at Paris.

In the Paris market, the demand will be for bills upon London

for money in Paris ; and he who demands muft pay the exchange.

The debtors, therefore, to the nation-creditor, muft pay the ex-

change, and the creditors to the nation-creditor will receive it ; and

as both are Frenchmen, the profit and lofs to Paris esadly balance

one another.

But the debtors to the nation-creditor are here the importers of

Englifli goods ; confequently, this trade, hurtful to France, would

be hurtful to the importer, could he not indemnify himfelf by fell-

ing them fo much the dearer to his countrymen.

The creditors, again, to the nation-creditor, who gain the ex-

change, are the exporters of French goods to England ; fo that here

the exportation meets with an encouragement from a balance againft

the country.

From the advantage found upon exchange in favour of exporters,

and the lofs upon it to the prejudice of importers, in the cafe of a

wrong balance, it has been believed, that a wrong balance pro-

duced upon importations and exportations are efieds equal and

contrary,
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contrary, which dellroy one another, find thereby bring the b:i-

lance even.

In anfwer to this, I have two lliort arguments to offer.

The firft is, that were the argument conclulive, it would hold

good in reverfing the propofition ; to wit, that the confequence of

a favourable balance would be to deftroy the difference alfo, and

bring the balance even. This I never heard alleged.

My fecond argument is the ftrongefl : that the enhancing of the

prices of importations will not fo effedlually difcourage the fale of

them at home, as the enhancing the prices of exportations will dif-

courage the fale of them abroad ; for the reafons I fhali give pre-

fently. But in the mean time,

If the compenfation be confidered only in relation to the mer-

chants importers and exporters, there, indeed, I agree, that their

profit and lofs upon the exchange is mofl exactly balanced ; becaufe

what the one party gains the other lofes ; and the country lofes the

balance only, as has been faid.

The reciprocal debts thus tranfaded by bills of exchange, we
fee that no profit can be made, nor lofs incurred, either to London,

or Paris, by that operation.

The profit to Frenchmen is compenfated by the lofs to French-

men ; the fame may be faid of the Englifh merchants : but the

balance due after thofe operations are over, and the more remote

confequences of high exchange, affedl the relative interefl of the

two nations.

This balance is generally fent by the country-debtor, either to

the country-creditor, or to their order in a third country, to which

they are indebted.

The tranfportation and infurance of this balance is an expence to

thofe who owe it, and the profit, if any there be on that operation,

naturally falls to exchangers of the fame nation, who conduft it.

So whether exchange be paid upon bills drawn, or expence be in-

curred in the tranfportation of balances, no profit can accrue upon

that to the nation-creditor, tg the detriment of the debtor : it mufl,

VOL. II. X X therefore,
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therefore, do hurt to both, relatively to nations where, upon the

average of trade, exchange is lower.

I come now to the method of tranfporting balances in the

metals.

We have feen how the creditors of the nation-debtor pay exchange

tipon the fale of their bills on Paris, which owes the balance. If

by the operations of exchangers, this exchange fliould rife, to their

detriment, higher than the expence, trouble, and infurance, of

bringing the balance from Paris, then they will appoint fome fa^qr

at Paris, to whofe order they will draw bills upon their debtors in

that city; and as what the Paris-debtors owe to London is ftated in

pounds ilerling, the London-creditors will value the pound flerling,

according to the rate of exchange, in their favour ; and in their

bills upon their Paris-debtor, they will convert the fum into livres,

including the exchange.

By this operation, we fee how the tranfportation of the balance

may become the bufmefs of the creditors to the nation-debtor: which

is a combination we have not as yet attended to : a few words will

explain it.

When the creditors of the nation-debtor fell their bills, they mud
pay the exchange, as has been faid. When they draw bills to the

order of a friend in the place where the balance is owing, they

fuperadd the exchange. This their debtors pay: but then they

themfelves muil be at the trouble and expence of bringing home

the money.

It is from this alternative which both parties have of either fend-

ing what they owe to their creditors in bullion, or of allowing them

to draw for it at the additional expence of paying the exchange,

that a check upon the extravagant profit of exchangers arifes : -and

from this combination arifes all-the delicate operations of drav^dn-g

Tind remitting.

Into thefe Vv^e fhall not inquire : the principle on v/hich they de-

pend appears fufliciently plain, and this is the principal object of

our attention,

I proceed
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I proceed now to conddcr hov/ far thofc reciprocal profits and

lolTes, between merchants in the lame country, affedl the trade of

it in general.

When the balance is favourable, we have fiiid that the exporters

lofe the exchange, and the importers gain it ; and both being citi-

zens, the country would not be concerned in their relative interells,

were it not that thefe interefts are connedted with that of the coun-

try, which reaps great benefit from the trade of thofc who deal in

exportations, and lofs from the other.

If, therefore, exchange is found to hurt exportation, when the

balance is favourable, in this refpe<5l the country has an interefl in

bringing it as low as pollible. But as it may be faid that fmce the

retm-n of an unfavourable balance hurts in its turn the interells of

importation, and favours the other, exchange thereby operates a

national compenfation ; it will not be improper, in this place, to

throw out one reflecftion more, in order to deftroy the flrength of

that argument.

Were this propofition admitted, as I am afraid it cannot, from

what we have already faid, it affords no argument againfb doing

what can be done, to render exchange as little hurtful as poOlble

to exportation, during the favourable balance. But as to the que-

ftion itfelf, of national compenfation, I cannot allow that even

exporters and importers are thereby brought on a level in point of

trade : for this reafon, that the exchange affeding the exporters, in

proportion as it augments, difcourages manufa6turers, who muft

have regular, and even growing profits, according to the increafe of

demand. Thefe the merchant exporter cannot afford ; becaufe he

cannot draw back from his foreign correfpondents, any advance

upon manufadlures at home, arifi.ng from domeflic circumfcances.

But when the merchant importer is affedted by the exchange againfl:

him; this additional expence he can draw back ; becaufe he fells to

thofe who are affected by all domeftic circumflances.

Let us therefore determine, that it is the interefl of a ftate to dif-

regard that compenfation which is given to exportation by a wrong

X X 2 balance,
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balance, which does fo much harm ; and to avoid the difcourage-

ment given to it by a right balance, wiiich does fo much good.

The only way to compafs thofe ends, is to keep exchange as near

to par as pofTible.

Could reciprocal debts be always exchanged at par, and could

the expence of bringing home, and fending a balance abroad, be

defrayed by the flate, I think it would prove a great advantage to

the trade of a nation. I do not pretend to fay that, as matters fland,

the thing is practicable ; but as it is a queftion which relates to my
fubje6l, and feems both curious and interelling, I fhall here exa-

mine it.

At firft fight, this idea will appear chimerical j and fome readers

may defpife it too much, to be at the trouble to read what may be

faid for it. I fliall therefore fet out by informing them that the

fcheme has been tried, in a great kingdom in Europe, under a great

miniHer: I fay it was attempted in France, in the year 1726, vmder

the adminiflration of Cardinal Fleuri, and produced its effedlj

although it was foon given up, from a circumftance which, I think,

never can occur in Great Britain.

After the laft general coinage in France, 1 72<^, exchange became

fo unfavourable to that kingdom, that there was a general outcry.

The Cardinal, to put a ftop to the clamour, and fet trade to rights,

as he thought, ordered Samuel Bernard, at that time a man of

great credit, to give bills on Holland at par, to all the merchants.

To enable him to place funds in Amfterdam, for the payment of

his bills, the Cardinal fupplied this exchanger with fufficient quan-

tities of the old coin, then cried down, and paid for the exportation

of it to Holland.

Upon this exchange on Holland came to par ; and all exchangers

at Paris looked on the operation with amazement. The minifter,

however, in a ihort time difcovered, that by this he was undoing

with one hand, what he wanted to ellablifli v»dth the other. He
therefore Hopped in his career, after having paid, perhaps, ten

times tlie balance due to Holland.

%
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By unfolding the combination of this operation, I fliall be better

able to call light on the queftion before us, than in any other way.

When the general coinage was made in France, by the arret of

the month of January 1726, all the old coin was cried down, and

ordered to be recoined. The mint price of fine gold -per marc was

fixed at 536 livres 14 fols 6 deniers ; and the filver at 37 livres i fol

9 deniers. Thefe were the prices at which the mint paid for bullion,

when offered to be coined.. But the King, as if he had a right upon

the metal in the old coin, commanded it to be delivered at the mint

at no higher rate than 492 livres for the marc of fine gold, and at

34 livres for the marc of fine filver : and to compel the pofTefibrs of

it to bring it in, all exportation and melting down was made
highly penal , the avenues from France were befet with guards to

prevent the going out ; and the melting pots were ftridlly watched^

Upon this, the pofifeflbrs of the old coin, rather than fell- it to the

mint at fo great an undervalue, had recourfe to excliangers for bills

upon Holland for it: and thefe being obliged^to fend.it thither at a

great expence and rifk, exacted a very high exchange, which, con-

fequently, affected the whole trade of France.

Politicians perfuaded the Cardinal, that- exchange had got up fo

high, not from the difcredit cafl on the old coin, but. becaufe of

the wrong balance, and the alteration which had been made at that

time upon the denomination of the new : and that fo foon as the,

balance againft France was paid, exchauge would' return to par.

Upon this the Cardinal fet Bernard to work, but he foon difcovercd

liis miilake ; and by arret of the 15th of June the fame year, raifed

the mint price of the old coin, and then exchange became favourable.

Thefe are all fadls mentioned by Dutot, and yet he never will

afcribe the rife of exchange in France to any other caufe than to

the tampering with the denominations of their coin : an operation

which may rob one fet of people in favour of another ; but which

lias very little effect upon exchange, when other circumftances do

not concur, as in the cafe before us.

Now
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Now had the high exchange agiiinil France been OMung to a wrong

balance upon her trade, is it not evident that the Cardinal's opera-

tion would have fucceeded, that all demands for bills at Samuel

Bernard's office would have been confined to the exacl extent of that

balance ; that the reciprocal debts would have been negotiated be-

tween the merchants at par; and, confequently, that all expence

upon exchange would have been faved to individuals, at the fmall

charge to governm.ent of tranfporting the balance paid for the bills

by the merchants at Paris I

AVere profperous trading flates, therefore, condudted by ftatef-

men, intelligent, capa.ble, and uninfluenced by motives of private

interefl, they would make it a rule to be at the expence of fending off,

and bringing home all balances, without the charge of exchange to

traders : but the confequence of either negled, or incapacity in the

man at the helm, would then become fo fatal that it might be dan-

gerous to attempt, at once, fo great a change in the prefent method

of paying balances : but I never make allowances for the defedis

of a ftatefman, while I am deducing the principles which ought to

direft his <;ondu61:.

I fhall next flightly point out the bad confequences which, upon

an imfavourabk Jate of commerce, might refult from fuch a plan 5 and

without recommending any thing to practice, leave the reader to

judge of the expediency.

We fee, that by a ftatefman's giving bills at par, on all occajtons,

and being himfelf at the expence of tranfportation and infurance,

in bringing home and fending off all balances, exchange would of

itfelf come to par.

The firil confequence of this would be, the total annihilation of

the exchange bufmefs ; and if, after that, any interruption ihould

happen by negledl in the ftatefman, trade might fuffer considerably.

Another confequence is, that the naoll deilrudive trade would go

forward without a check, as long as merchants could pay the par

of the bills they demanded upon foreign parts -. and this they would

eonftantly be enabled to do, while there was either coin or paper
- in
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in circulation, as has been explained in treating of banks of circu-

lation upon mortgage.

The confequence of this would be, to oblige the flate to pledge

the revenue of the country to ftrangers, in proportion to the balance

owing, over and above the extent of the metals to difcharge it.

Now the queflion is, and this I fliall leave to the fagacity of my
reader to determine, whether,' as matters Hand, there be any cheek

.

proceeding from high exchange which can prevent the bad confe-

quences here fet forth. I fufped: there is not. We fee the moil

enormous fums lent by nations to nations ; raifmg the exchange

againft the lenders ; turning it in favour of the borrowers, but

fiever preventing the loan fi'om going forward. Does not Great

Britain, as well as France, owe amazing fums to other nations, at

the expence of paying the intereft out of their revenue ? And have

not all thofe fums been tranfacSted by exchangers, who have made
great fortunes by it ? Are not the moil unfavourable balances paid

in the ordinary method ? Are there not, therefore, aheady, inilru-

ments in the hands of all nations, fufficient for their undoing?

How could their ruin be accelerated by this alteration in the mode,

"of performing the fame thing ?

But let it be obferved, that our bufinefs, in this chapter, is to

fearch for methods to advance the profperity of flourifhing nations,

•who have a balance owing to them; and here we have been fetting

forth the bad confequences which refult from thtfe^ to others who
are in decay. Every argument, therefore, drawn againfl this

fcherne, in favour of the idle or prodigal, is an argument in favour

of it, with refpecft to the induilrious and frugal. As all nations are

liable to alternate viciffitudes of profperity and adveriity, the prin-

ciples here laid down require to be carefully combined with do-

meilic circumllances, before they be applied to practice;

It was with a view to this difliudion, that, in the title of this

chapter, I pointed out the queflion there propofed, as relative to the

ilate of it in 2i profperous trading nation ; and I am not quite clear how
far it might not be advantageous in every cafe : but this queflion I

fliall

3
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fliall not here enlarge upon. What has been faid, will, I hope, be

fufficient to point out the principles upon which the decifion de-

pends ; and if any ilatefman inclines to try the confequences of

it by an experiment now and then, nothing is fo eafy as to do it,

without any detriment. This is proved from the operation per-

formed by the French cardinal, on the occafion of a very unfavour-

able and high exchange. '

C H A P. V.

How^ when other expedients prove ineffeSiual for difcharging of

Balancesy the fa?ne may he paid hy the Means of Credit^ without

the Intervention of Coin or Bullion \ and who are thofe who ought

to conduEi that Operation.

WE have now applied the principles formerly laid down, to-

wards difcovering the mofl proper expedients for removing

or palliating the three inconveniences to be flruggled with in regu-

lating exchange-property, i . How to eftimate the value of a ba-

lance due : 2. How to pay it with the coin or bullion of the coun-

try : and lallly, How to prevent the price of exchange from aiFedl-

ing any thing more than the balance to be paid, after all reciprocal

debts have been compenfated.

It remains to inquire, what are the mofl: proper methods to acquit

what a nation may owe, after it ha,s done all it can to pay the va-

lue of their balance in the other way.

At firft fight, it mufl; appear evident that the only method here is

to give fecurity, and pay interefl: for what cannot be paid in any

other value. This is conftantly done by every nation ; but as thg

ordinary methods are very perplexed, and are attended with ex-

pences
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pences which raife exchange to a great height, and tliereby prove

a prodigious difcouragement to trade in general : it would be no

fmall advantage, could all this lofs on exchange be equally thrown

upon every clafs within the ftate, inftead of being thrown entirely

upon its commerce.

As this is the expedient to be propofed, it will not be amifs to

obferve, that foreign balances arife chiefly upon four articles.

1. The great importation and confumption of foreign produdiions.

2. The payment of debts and intereft due to foreigners. 3. The

lending money to otlier nations. And 4. the great expence of the

flate, or of individuals, abroad.

Could all the bad confequenccs arifing from thefe four caufes,

and the high exchange occafioned by them, be call upon that inte-

reft alone which occallons them, I would not propofe to lay the

whole body of the nation under contribution for repairing the lofs.

But if from the nature of the thing, as matters ftand, the whole

be found to fall upon trade, without a poflibility of preventing it,

in this cafe, I think, it is better for the nation, in tumulo, to lend its

afliftance, and fhare the burdens, than to allow it to fail upon that

part of the body politic from which the whole draws its vigour

and profperity.

It cannot be denied, that when a heavy balance is due by a na-

tion, it has the effect of railing exchange upon every draught or

remittance. When bills are demanded to pay a foreign claim, it

cannot be determined from what caufe the claim has arifen. Whe-

ther for national pufpofes or not, the exchange is tlie fame, and

equally affe<fts the whole intereft of trade.

If this be a fair ftate of the cafe, I think we may determine, that

fuch balances are to be paid by the alliftance and intervention of .1

Itatefman's adminiftration'.

The objeft is not fo- great as at firft/ight it may appear. We do

not propofe that the value of this balance Ihould be advanced by the

ftate : by no means. They who owe the balance muft, as at pre -

fent, find a value for the bills they demand. Neither would I pro-

VOL. IL Y y pofe
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pofe fucli a plan for any nation who had, upon the average of theu-

trade, a balance againfb them ; but if, on the whole, the balance

be favourable, I would not, for the fake of faving a little trouble

and expence, fuffer the alternate vibrations of exchange to dillurb

the uniformity of profits which tends fo much to encourage every

branch of x:ommerce.

We have abimdantly explained the fatal efFefts of a wrong ba-

lance to banks which circulate paper ; and we have ihewn how ne-

celTary it is that they Ihould perform what we here recommend.

There is therefore nothing new in this propofal : it is only

carrying the confequences of the fame principle one ftep farther,

by pointing out, as a branch of policy, how government flioiild.be

aflifting to trade in the payment of balances, where credit abroad,

is required ; and this alTiHance fliould be given , out of the public

money- -,

The greateft, and indeed, 1 think, the only objedion to this

fcheme, is, that by it the condition of our foreign creditors will be

bettered, for no value received from them. This I allow will be the

cafe when the balance is againft England.: but it will be -compen-

fated to the creditors by the lofs they will fuilain when the balance

is in her favour. But fuppoiing there fhould be a benefit to foreign

creditors, will not this circumflance raife the confidence of all the

^vorld in the Englifli funds I If there was a propofal made for

lowering the rate of money, by refunding the debts which bear a

higher interefl than what money can be procured for, were the

,

.continent to pour her wealth into our fubfcription, might we nqf

then more readily expect a fupply from that quarter I Befides, i^

not all the intereft due to foreign creditors paid in bank paper ? Is

jiot this demandable in coin, and will not this coin be exported, if

credit be not found I Were the bank of England to keep a fubfcrip-

.

tion open, at all times, in Amfl;erdam, for money to be bor-

rowed there, on the payment of the interefl; in that city, who

doubts but loans might be procured at much lefs expence than at

prefent, when we beat about for credit every where, until by the
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return of a favourable balance upon the trade of England, £he fliall

be enabled to fill up the void.

I feel my own infufficiency to unfold the many combinations

which fuch an operation mull imply. I therefore Ihall not attempt

what, at any rate, I muft leave imperfedl. What has been faid,

combined with what has been thrown out on the fame fubjedt, in

treating of other matters, is fufficient to give a hint, as to the expe-

diency of the plan in general. And as to the objedtion which arifes

from the payments to the public creditors abroad, I fhall referve

the more ample difcuffion of it till I come to confider the dodrine.

of public credit.

End of the Third Part..
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OF PUBLIC CREDIT.

CHAP. I.

Of the various Confequences of Public Debts.

THE principles which influence the do6lrine of public credit

are fd few, and fo pkin, that it is furprifing to fee how cir-

cumftances could poflibly involve them in the obfcurity into which

we find them plunged on many occafions-

For the better clearing the Way towards the main objed, I fhall

Ihew, from experience, and from the prOgrefs of public credit in

fome nations, that the true principles have been overlooked, and

confounded fo with extraneous objects, as to be entirely loll.

The true method of decyphering, as it were, the complicated

operations of flatefmen with refpe^t to this branchy is to bring

back to their native fimplicity fuch plans of adminiftration, as,

from the infinite perplexity of them, make people believe, that'

the principles which influence this diftrid of fcience lie fo in-

volved
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Volved, ^s to require a peculiar force of genius even to compre-

hend them.

By proceeding in this plain track, aiid by keeping the principles

conftantly in view, the moft perplexed fyftems of borrowing, fund-

ing, ftock-jobbing, coining and rd-coining of money, changing the

weight, finenefs, and denominations of fpecie, circulating paper

in conjundtion with it, impofing upon mankind with bubbles and

bankruptciesj and calling them operations of public credit, ma}^

be rendred intelligible to the moft ilender capacity.

Many of thefe topics have been alreatiy explained, and difmifTed.

This will enable us to contradl the plan of what remains in pro-

portion to the objeds it is to comprehend.

Public credit we have defined to be, the confidence fepofed in a

ftate, or body politic, borrowing money, on condition that the

capital fh^U not be demandal^le, but that a certain proportional

part of the fum fhall be annually paid, either in lieu of intereft,

or in extindtion of part of the capital ; for the fecurity of which pay-

ment, a permanent annual fund is appropriated, with a liberty,

however, to the ftate to fet itfelf free, by repaying the whole,

Ivhen nothing to the contrary ife ftipUlated.

In this definition I havd put in an alternativd. Of paying a per-

petual intereft for the money borrowed, or of paying annually a

fum exceeding the intereft ; which excefs is intended to extinguifli

the capital in a certain number of yeafs. In both cafes, the an-

nual payment is called ah annuity. When it is exa<5tly equal to the

intereft agreed on, it is called perpetual j and determinate, when
granted either for life, or for a certain number of years.

The folidity of this feciirity is eflential to the borrowing upon

the cheapeft terms: let nie fuppofe it to be as folid as land-pro-

perty, and as permanent as government itfelf: what will the con-

fequerice be ?

If we fuppofe government to go on in increafing, every year, the

fum of their debts upon perpetual annuities, and appropriating,

in proportion, every branch of revenue for the payment of iliem ;

the
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the confequence will- be, in the firil place, to traiifport, in favour

of the creditors, the whole income of the flate, of which govern-

ment will retain the adminiftration. The farther confequences of

thig revolution will furnifh matter for a chapter by itfelf.

If the borrowings of a ftate be only in proportion to the extinc-

tion of the old capitals, or of what I have called determinate an-

nuities, then the debts will not increafe.

When a flatefman, therefore, eftabliilies a fyflem of public cre-

dit, the firft object which fhould fix his attention is to calculate

how far the conflitution of the llate, and its internal circumftances,

render it expedient to throw the revenue of it into the hands of a

money'd interell. I fay, this is the moil important objecft of his

deliberation ; becaufe the folidity of his credit depends upon it.

If, all the interefts of the flate duly confidered, that of trade

be found to predominate, lefs inconvenience will be found in al-

lowing the money'd intereft . to fwell : but in monarchies, where

the landed intereft is the moft powerful, it would be dangerous to

erec^ fo formidable a rival to it. In political bodies every feparate

intereft will confult its own ; and in the conteft between thofe who
pay, and thofe who receive the taxes, under the denomination of

creditors, the fecurity of public credit becomes precarious.

From this we may conclude, imo, That in governments where

the fweliing of a money'd intereft is found to threaten the tran-

quillity of the ftate, care fhould be taken either to eftablifli a fink-

ing fund, for paying ofl?", in times of peace, what may have been

borrov^ed in times of war, or the plan of borrowing upon deter-

minate annuities muft be eftablilhed.

zdo, If natural caufes be left to work their own efieds, without

a fyftematical plan of borrowing, the confequence will be a bank-

ruptcy, and a total failure of public credit, at leaft for fome time.

Q.tio, If a ftate lliould find the mafs of their debts to amount to

fo great a fum as to be infupportable, they might have recourfe

to a total, or partial abolition of them by an ad of power.

4?(j, If
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4^0, If they allow their debts to fwell without limitation, and ad-

here to the faith of their engagements, the whole property of the

flate will be in conftant circulation, from one clafs of men to

another.

5/0, If the debts contracted be the property of foreigners, thefe

will either remove into the country, where their funds arife, or

the property, that is, the dominium utile of the country, will be

transferred from the natives.

Thefe and many other combinations will arife from the exten-

fion of public credit ; and an examination of the moft natural con-

fequences upon every fuppofition, will be the beil way to acquire

a diilin(5t idea of the fubjecft in general. To pretend to foretell any

one certain chain of confequences, which may, in facft, refult from

any combination, is, I apprehend, impoflible ; becaufe every one

of them will depend upon circumltances totally unknown. Thefe,

in our way of examining matters of this kind, are all to be founded

upon fuppofition. To fupply therefore, in fome meafure, this

defed, I fhall firft have recourfe to examples of what has happened

in the hitherto infant ftate of public credit ; and as to cafes which

have not as yet taken place, we muil have recourfe to ingenuity,

and endeavour to form the moft rational combinations we can.

C H A P. IL

Of the Rife and Progrefs of Public Credit.

WHILE the policy of Princes direded them to form treafurcs,

there was no occafion for public credit. This policy pre-

vailed until the rife of the Roman empire. Then all the treafures

of the world were plundered, and nations were inilaved. On this

revolution, the exigencies of that great empire were fupplied

5 from
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ffOiii th(5 aniitial tfibltfes paid by conquered nations. Under good

rcigfts, this aiinital i'iipply fwelled the public treafure, until a pro-

digal Emperdt fquandered it away ; and took to rapine and extor-

tion, to fill up the void.

Upon tlic total diiTolUtion of that great empire, Europe was over-

run by birbarous nations, who, with as little induftry as ever^

iiipported their power by the miiitaty fervices of the whole people.

After the cllablifhment of the feudal kingdoms under their

chiefs who iirfl laid the foundatio-n of them, arofe the Barons, or

principal vafTals, who, in imitation of their chief, erected fmall-

principalities, which by degrees grew independent.

This diilribution of power into many liands had the effeft of de-

^roying all fyflematic plans of government. Princes were obliged

fo aft accordmg to the perpetual iluftuation of circumftances,

until by a revolution in their favour, the power of the valTals was

fwallowed up, and conined within the limits of a more regular

authority.

In proportion as this revolution took place among th* nations.

of Europe, the fyflem of their government refumed a more per-,

nianent form. Juftice was adminiftred with more uniformity ?.

and from this arofe a body of laWs, which,, in fome GOUntrieSj,

were called cuftoms : in others, as in England, common law. Wars

then became lefs frequent ; and the military fervices not being ne-

ceiTary on all occafions, infenfibly became converted into> taxes,,

proportioned to the exigencies of the time.

During this period, the coin and precious metals of Europe were

lodged, in a great meafure, m private coffers. If wars brought

them forth for a lliort time, they foon found*their way back again;.

Princes were generally extravagant, and fpent money as fail as they

got it. In proportion aS induftry aiid alienation increafed, the coin:

came abroad > the inhabitants became eafy in their circumftances j.

the ftate flourilhed) and acquired replitatioii. The riches and

power of a ftate began then to be eftiffl^ted, as they ought to be,.

iiot by their treafures locked up^ but by whatw^S foutid in ciixula-

J - tioa^
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tion ;• that is, by their induflry. Venice, Geii,oa, and the Hans-

towns, fet the example. The Jews, baniflied from France, on ac-

count of their extortions in the time of the holy wars, fled, as it

is faid, into Lombardy, and there invented the ufe of bills of ex-

change, for drawing their riches from comrtries to which they

dm-fl not refort to bring them oif. Interefl for money began to be

confidered as lawful in many cafes : merchants were protected by

Princes, for the fake of the confequences Df trade and induflry .-

and from fuch fmall beginnings has that mighty engine of public

credit fprung.

While Princes mortgaged their lands and principalities, in order

to obtain a fum of money, they acT:ed upon the principles of pri-

vate credit. This was the cafe in the more early times, before go-

vernment acquired that flability which is necefTary to eftablifli a

firm confidence. In proportion as it drew towards a regular

fyftem, the dawn of credit put on appearances analogous to the

folidity of the fund upon which it was eflabliflied.

The lecond ftep was to raife money upon a branch of taxes af-

iigned to the lender, for the reimburfement of his capital and in-

terefl. We fhall fhew the confequences of this plan of credit

from fome examples, which will fully point out all its inconve-

niencies.

This plan of adminiflration was attended with fo much abufe,

and fo much oppreiTion, that ftatefmen began to defpair of carry-

ing on public affairs by fuch expedients ; and therefore concluded

that the only way to obtain money at the leafl expence, was to raife

it on the fubjed; within the year, or upon Vv^hat they called fiiort

funds.

At length public credit afTumed its prefent form. Money was bor-

rowed upon determinate or perpetual annuities : a fimd was pro-

vided for that purpofe: and the refunding of the capital was, in

many cafes, left in the option of government, but was never to be

demandable by the creditor.

VOL. IL Z z This
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This is a Ihort view of the progrefs of public credit. The prin-

ciples upon which it is built are fo few, that were I to confine my-
felf to a bare dedu(5lion of them, little new or interefting could

be faid. I fhall therefore lleer another courfe : I fliall colle6l the

fentiments of fome eminent politicians, who have either writ upon,,

or aded in the adminiftration of this branch of government ; and

by applying principles as we go along, I fliall be enabled to point

out the extraneous circumftances which are fo apt to involve this

fubjed in obfcurity. Had we not before our eyes the numberlefs

examples of this kind, it would hardly be poflible to conceive how
fo great a confufion, and fo many calamities, could have followed

upon the operations of public credit.

CHAP. III.

Of Anticipations^ or hotTowiitg Mofiey upon AJfignme^its to

'Taxes for the Difcharge of Pri7Kipal and Intereft.

I
HAVE already obferved, that by the cefTation of the conflant

wars, in which all Europe was engaged during the feudal go-

vernment of the barons, nations began to enjoy fome fort of tran-

quillity. Upon this the military fervices became infenfibly con-

verted into taxes ; and as Princes extended their jurifdidlions over

the cities, which had been formerly more under the protection of

the bifliops who refided in them, taxes were augmented. Thefe

impofitions were very inconfiderable, with refped to what they

brought into the King's coiFers. The policy in raifmg them was

bad ; the frauds in colleding them were great.

Thefe confiderations engaged Princes to begin by contradingdebts,

and to pay afterwards by temporary affignments to the taxes impofed.

From
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From this again enfucd the moft terrible extortions on the fide

of the tax-gatherers, fo often complained of by thofe who liave

writ on the affairs of France, as we fliall fee in the following

chapter.

Philip k bel, King of France, was the firll who, in 1301, admit-

ted, with great policy, the inhabitants of cities to have a feat in

the ftates of the kingdom. He formed them into a diftinct body,

and called them tiers etat, or the third eftate, after the clergy and

the nobility. His view was to facilitate thereby the jurifdi(5tion

he wanted to eftablifh over thofe cities, and to engage them to

confent to the impofition of taxes for carrying on his wars in Flan-

ders, and foroppofmg the ambitious views of Boniface VIII. Ac-

cordingly, the people began to pay willingly, when once they found

that they had a vote in what concerned them.

I take it for granted, that every tax, about that time, was ini-

pofed for a particular purpofe, and ailigned either to creditors, or

to people who advanced money upon it : becaufe we are told that

the firll impofition granted by the flates to a King of France as a

permanent branch of revenue, was an excife upon fpirituous liquors

granted to Philip deValois, in the year 1345 ; at which time, how-

ever, according to Mr. d'Eon's Memoires pour fet-'uir a YlTiJloire generaFe

des Finances, there were not lefs than twenty two different taxes

known in France, which he enumerates as follows

:

Tailles, complaintes, charges, redevances, contmnes, peages, travsrs, paf-

fages, cei\tiemes, cinqiiantiemes, otes, chcvaiichees, fuh'ventions, exaSiions,

chevakries, aides, mariages, toidtcs, impofitions, pr'ifons, fer'vitudes, and

nouvelletles.

That all thefe impofitions mufl have been' mere trifles, I gather

from a circumftance in the Political Hiflory of France, mentioned

by the author jufl cited, which being itfelf exceedingly curious

and tending greatly to confirm many things which I have advanced

concerning the fmall circulation in former times, I fliall here briefly

mention it.

Z z 2 In



Zs6 AN INQUIRY INTO THE PRINCIPLES Book IV. P. 4.

In 1 3515, John, King of Fraijce, applied to the States for 50,00c

livres, about 9165/. fteiiing, to pay his army. The States, befide&

feveral other taxes impofed to pay this fum, granted him 8 deniers

on the livre, or 3i- per cent, upon all meat, drink, and merchandize^

fold in France within the year ;. that is to fay, upon the whole

alienations of Prance. The tax was levied, but fell fo far fhort of

the fum required, that it was made up by a poll-tax.

Can any example be better calculated for forming a notion of the

circulation of France at that time ?

It may be here alleged that the prices of every thing were then

fo very low, that no judgment can be formed concerning the quan-

tity of alienation from the fmallnefs of the fum. This objection is

of no force, as I fliall prefently fliew.

We know from the records of the felling price of grain in France,

which was then remarkably cheap, in proportion to the years which-

followed and which had preceedecL, that in 1356, the feptier of

wheat, or 4 Winchefter hufliels, fold for 17 fols 8 deniers of the

then currency, wliich was 12 livres to the maix fine filver, and a

French Soldier's allowance for bread, to this day, is 3 feptiers, or

12 Winchefler bufliels a year. Now let me fuppofe, that the whole

50,000 livres had been raifed by this impofition of 34 per cent, or ^\-

of the total value of the fmgle article of corn fold at market, whicli

was far from being the cafe, and then compare that with the num-

ber of men who could have been fubfiiled with all the corn fold in

France at tliat time.

If -5-V of the price was the tax,, then by multiplying 50,000 livres

by 30, we have the value of the corn fold ; to wit, i 500 000 livres :

divide this fum by the value of what a man confumes in a. year, to

wit, 3 feptiers at 17 fols 8 deniers, which make 2 livres 13 fols,

and the quotient will be the number of portions for a man, to wit,

s66 0.37. So the whole alienation of France, at that time, fell far

below die valine of a.s much wheat as would have fed s^6 037 men.

What a poor idea does this communicate of the flate of Europe only

400 years ago ! It would, be in vain to feek for examples to illuftrate

1 6 any
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any principle of our complicated modern oeconomy in the hiftoriea

of thofe times : their taxes, their credit, and their debts, refembled

ours in nothing but the name.

I now come nearer home, and give an account of the ideas of

pubHc credit formed by Davenant, who flouriflied about the time-

of the revolution in 1 688, which I may take to be the ara of public

credit in England.

No perfon at that time, whafe writings I have feen, appears to-

have fo thoroughly underftood thofe matters as Davenant. He
was a man of theory, as well as knowledge of fa6ts : he had £m
opportunity which few people have, ta be well intruded in the

one and the other; and he turned his talents to the belL advantage

for promoting the interell of his country. He has-writ many tra(5ls

on political fubjecfts, which, when carefully read and compared
with what experience has lince taught us, call great light upon
many queftions relative to the fubjedl of this inquiry.

Davenant, like other great men of his time, was of opinion that

borrowing money upon v^^hat he calls fhort funds, was much pre-

ferable to that upon perpetual interell ; and he thought the mod
advifeable plan of allj could it be accompliflied, was to raife the

money wanted within the year.

Men, at that time, had a terror upon them in contracting debts for

the public : they coniidered the nation as they would a private man^

whofe intereft is one, uncompounded, and relative to himfelf alone;,

in this light, creditors appeared as formidable as enemies ; they

w^ere looked upon by minifters as fuch ; and this, general opinion

on one fide, contributed^ no doubt, to make the monied people lefs

i-ntereiled in the diftrefs of government, and more ready to lay hold,

of every opportunity of improving fuch occafions, for their ov/ii

advantage.

Government was in conflant wzv with- creditors : when ready

money failed in England, it had nothing to pay with but exchequer

tallies, upon the taxes impofed ; thefe v^rere much more eafily ilTued

^lan- acquitted^ V/hen the firft year's amount of a tax was engaged,.

peoj>Le:
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people confidered tlie fecurity of what was to follow as very preca--

rious ; confequently, the value of it diminiflied.

This method, however, fucceeded far better in paying off debts

already contraded, than in contradling new ones ; and the hard-

fliips put upon thofe who had advanced money to government,

and who were paid by affignments upon taxes previoufly engaged,

made people afterwards very diffident, except upon proper fecurity.

The limited form of the Engliih government, prevented the violent

-proceedings between minifters and public creditors, which were

common in France ; and this circumflance contributed, no doubt,

to eftablilli the credit of the former Tipon the better footing. But

flill the long expe(5tation of payment of the capital and intereft,

upon a dillant fund, made Davenant acknowledge that 700,000 /. in

ready mone}^, would at any time go farther than a million in tal-

lies ; and }'et he thought it was better for the ftate to borrow the

million upon a plan of difcharging the debt in three or four years,

than to obtain the 700,000/. at tlie expence of a perpetual intereft

of 8 per ceiiL

There were many more confiderations which moved Davenant to

prefer what he calls fliort funds to perpetual intereft.

It was the general opinion in his time (not his own indeed, for

he endeavoured to lliew the fallacy of it) that money borrowed upon

the anticipation of a fund, rai/ed and appropriated for the difcharge of

itf was not a debt upon the ftate ; becaufe it did not diminifh the

former revenue. We have a remarkable inftance of the prevalence

of this opinion, in the famous memorial prefented by M. Defmaretz

to Philip Duke of Orleans, after the death of the late King of

France ; wherein he advances, that during feven campaigns, from

1708 to the peace of Raftad, while he had been at the head of the

King's finances, he had not increafed the public debts by more than

nine millions of livres capital : and yet when he came into the ad-

miniftration, in 1708, the King's debts did not amount to 700 mil-

lions ; and we have feen, that at the time of his death, they were

upwards of 2000 millions. But Defmaretz did not reckon the dif-

^ ference
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ference of about 1300 millions ; becaufe he had fettled them upon

funds of liis own creation. This was fo much the language of the

times, that no criticifm was made upon it.

It is remarkable, that Davenant, in giving an account of the

debts of England, during the period of which he writes, that is,

from the revolution down to the peace of Ryfwick, liardly ever

takes notice of the fums paid for intereft upon them. The minds

of men at that time were totally taken up with the payment of ca-

pitals ; and providing thefe could be difcharged in a few years, it

was no matter, they thought, what they coft in the mean time.

As long as nations at war obferve the fame policy in their methods

of railing money, the ways in which they proceed are of the lefs

importance :: but when anyone ftate makes an alteration, by which

more money is thrown into their hands than they could formerly

obtain ;. this circumllance obliges every other ftate to adopt the fame

method. Thus while Princes made war with the amount of their

treafures and annual income, the balance of their power depended

on the balance of fuch refources: when they anticipated their in-

come on both iides, for a few years, the balance was in propor-

tion ftill: when, afterwards, they adopted long funds and per-

petual intereft, the fupplies increafed ; but ftill the balance was.

determined as formerly.

The ufefulnefs, tlierefore, of an inquiry into the principles of

public credit, has not fo much for its object to difcovcr the intereft

of ftatcs in adopting one mode of credit preferably to another, as to

difcovcr the confequences of everyone ; and to point out the me-

thods of making them feverally turn out to the beft account for the

ftate, confidered as a body politic by itfelf, and for the individuals

which compofe it.

When fo many different relations are taken in, the fubjeiSt be-

comes much more complex, and therefore the confequences ivbich

can only be gueffed at muft be lefs determinate : but on the other hand,

it opens the mind, and fuggefts many hints which with time may
be improved for the good of fociety.

People
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People who barely relate political fa(51:s, ouly afford an exer-

cife to the memory : tliofe who deduce principles, and trace a chain

of reafoning from them, give exercife to the underitanding ; and

;is a fmail fpark may raife a mighty flame, fo a hint thrown out bv

a flender g-cnius may fet all the great nien of a nation on -a plan of

general reformation and improvement.

Let us nov/ take a view of the ftate of public credit in England,

at the peace of Ryfwick ; in ord^r to lliew how Davenant came to

be fo great an enemy to long funds, and more efpecially to per-

petual interefl:. We fhall at the fame time point out from what caufes

the great change of fentiments at prefent proceeds.

At the peace of Ryfwick, the debts of England, according to

Davenant, in his fifth difcourfe upon the public revenues and trade

of England, ftood at 1 7 552 544 /. flerling ; call it 1 7 millions and a

half, as we have no occafion to calculate with exadnefs.

Of this debt the capital of 3I millions was funk, as he calls it;

>becaufe i 300 000/. was on lives at i^per cent, and what was over

to make up the 3I millions, was intended to remain a perpetual

burthen on the nation.

For paying the interefl of this fum, no lefs than 400 000 /, a year

was necefFary, which makes on the whole above 1 1 per cent.

But then it muft be obferved, that more than one third of the

fum was upon lives at 14 per cent.: the debt due to the bank, of

which we have fpoken in another place, was i 200 000 /. for which

was paid 1 00 000 /. a year, including 4000 /. allowed for the charge

-of managem.ent : the remaining million was upon lottery tickets,

bearing about 8 per cent, the price at which the bank had lent.

The fecond branch of debts was near 1 1 millions, which, he fays,

were in courfe of payment ; becaufe they were fecured upon

branches of revenue engaged for difcharging them. A part of this

dafs of debts was to be extinguifhed in the year 1700: and when-

ever that was done, then a proportion of the appropriated taxes,

amounting yearly to above a million fterling, was immediately to

be taken oiF.

The



Chap. III. OF POLITICAL OECONOMY. -Ci

The third clafs of debts were thofe not provided for at all ; wliich

in the place referred to, he makes to amount to no more than

3 200 000 /. but he afterwards finds his miftake, and that they in

fa6t amounted to above 5 millions and a half, which makes the

debts of England at the peace of Ryfwick, to have been near 20

millions.

Was it then any wonder, that aman who wiihed well t,o his

country, llaould prefer borrowing upon fliort funds at any expence

whatever in the mean time, rather than at perpetual intereft, when
he found that parliaments could not be prevailed upon to allow any

tax to fubfift one inftant after the difcharge of the debts for the

payment of which it had been appropriated ?

Befides, there was very little to be gained by borrowing upon
long funds and perpetual intereil, as long as the lenders coniidered

their advantage to confift principally in getting their capitals re-

funded.

The plain matter of fa(5l was, that trade at that time was only

beginning to take root in England, and demanded funds to carry it

on. The ufe of banks had not then been difcovered, for turning pro-

perty into money. Circulation, confequently, was confined to the

coin -, and profits on trade were very great. All thefe circumftances

rendred capitals of efiential ufe ; and the confequence w^as, to raife

intereft to an exceflive height.

Compare this fituation with the prefent. Were the capital of 140

millions fterling thrown by Great Britain, in a few years, into the'

hands of, the prefent creditors ; were France, on the other hand,

to throw in as mnch, what trade could abforb it ? Capitals now are

only of value in proportion to the intereft they bring; and fo Ion;?-

as the intereft paid on public debts is fulTicient to keep circulation

full, and no more, intereft will ftand as it is : when that ceafcs to

be the cafe, as in time of war, v/e fee intereft begins to rife ; and

when, on the other hand, the intereft paid, proves more than fuf-

ficient for the ufes of circulation, as upon a return of peace, then,

from the fame principles, intereft muft diminifli.

VOL. II. A a a Davenant,
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Davenant, like an able politician, who had the flate of fa(5ls be-

fore him, reafoned according to aftual circumftances. Whatever

was borrowed on long funds, was charged on the Handing revenue

of the ftate, which parliament was very xmwilling to increafe in

proportion to the cliarges laid upon it. This, of itfelf, was argu-

ment fufficient with him to call his view upon fhort appropriations,

or upon his favourite object, of raifmg money within the year, to

fupply the exigencies of the ftate.

But in this operation he found great difficulties. In his treatife

of ways and means, article excifes, where he is fearching for expe-

dients to provide money for the war, he plainly fliews a thorough

knowledge of that impofition. It had taken place in England as

far back as the great civil war, and formed at the revolution about

-i of all the revenue : but what is very extraordinary, and which at

prefent will hardly be credited, the excife had at that time the eiFeft

of linking the price of the fubje6t excifed, inilead of raifmg the

price of what was produced from it. Thus the excife upon malt,

after the revolution, had the effetT; of lowering the price of barley,

inftead of raifmg the price of beer.

This efFed of excifes Davenant faw ; from which he, and fmce

him many more have concluded, that all excifes fall ultimately

upon the land.

This circumftance, together with a feeling for the interefl of the

great number of idle poor at that time, who muft conllantly fuffer

by excifes, engaged Davenant to propofe having recourfe to the

land-property and poll-taxes, for raifing, within the year, the fums

required for carrying on the war.

According to his propofal, there was to be no lefs than 3 millions

raifed by a land tax, befides half a million by a quarterly poll, which

was, at that time, above 100,000/. more than all the permanent

taxes of England put -together.

A propofal of this kind com.ing from Davenant, fliews the differ-

ence of fituation between thofe times and the prefent. On this fub-

I ject
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jecl more is to be learned by comparing fad:s, than by all tlie rea-

foning in the world.

We have feen how credit flood in England during the reign of

William III. It was then in ics infancy, and was fet upon the prin-

ciples of a free and limited authority, exercifed by minifters of

ftate at all times refponlible to parliament at the rifle of their heads,

in cafe of any open violation of the public faith. This is the beft

of all fecurities againfl; the bad exercife of power.

Whoever reads the admirable writings of Davenant, and com-

pares his ideas with what experience has fince taught us, concern-

ing the nature of taxes and public credit, will plainly difcover that

the great diftrefs of England at that time, proceeded from the fol-

'

lowing caufes.

The enterprize they were engaged in, • was far beyond their

power to fupport, although they had the greateft part of Europe to

aflifb them.

The bravery of the Britifh nation was ill fupported with money,

the linews of war.

The coin foon after the revolution fell into the greateft diforder,

which fent it away ; and no expedient was found to fupply its

place for the ufes of domeftic circulation ; and, confequently, the

fixed revenue could not be paid, nor induftry carried on.

The people were unaccuflomed to taxes : tunnage and poundage,

the branch with which they were beft acquainted, and which they

bore with the leaft mm^muring, becaufe it w^as little felt by indi-

viduals, together with the excife upon beer and ale^ the hearth

money, the poft-houfe, and wine-licences, compofed the whole of

the permanent revenue of the ftate, and amounted to about one

million and a half fterling: befides which, the parliament had
granted new cuftoms (all to ceafe before 1690) to the amount of

about half a million m.ore, upon wines, tobacco, fugar, and French

linnen. This v/as the ftate of the revenue at the revolution.

One would imagine that England, under fo fma]l a burthen,

might have been able to make the greateft eiTorts.

A a a 2 Were
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Were we now to grapple with France, under fuch circumftances,

what fanguine hopes would Nve not form of iliccefs ! The cafe turned

out widely different : the firil benefit the nation expelled in confe-

quence of their liberty reftored, was an abolition of the hearth mo-

ney ; a tax vs^hich raifed over the whole kingdom, 245,000 /. and

was confidered as an infupportable burthen.

. Such fentiments and difpofitions in the Englifli nation, might

have been a fufiicient indication of what was to be expected from

the war ; the confequences of which had, before i6^Si pi'odticed the

foUov/ing changes in the revenue.

The tunnage and poundage, which at the revolution produced

600,000 /. vv^as by this rime reduced to 286,687 ^•

The excife upon beer and ale, from 666,383/. was reduced to

39^^275 /.

The hearth money was abolifhed.

The pofl-houfe, from 65,000/. was reduced to 63,517 /.

The wine-licences, from 10,000/. 105000/.

The temporary cufloms which fubfifled at the revolution, were

now expired, and had been either continued by new grants, or by

others of the fame nature introduced in their ftead. The former

had produced 415,472 /. the new produced 373,839/.

The lafl and mofl important grant of all, was an additional excife

upon beer and ale, which produced 450,000 /.

The revenue at the revolution produced, clear of all charges,

2001 855 /, fieri ing. A revenue eftabliflied at pretty much the fame

rate, and nearly on the fame obje6ts, Avith an addition of a new
excife, which produced 450,000/. produced net in 1694, no more

than I 570 318 /. fo that, deducing the new excife, the old revenue

was diminiflied in its produce, no lefs than i 081 527/, or above

one half, in five years time.

In a country like England, at that time, taxes were of little ufe

to the ftate, and were an exceffive burthen on the people.

What could they be paid out of .? Not out of the value in the

,
hands of the people j becaufe there was no way provided for turn-



Chap. III. OF POLITICAL OE CO NO MY. 365

ing that value into money. The whole of the money coined before

the end of the war in 1697, did not amount to 8i- milHons. It

was not to be expelled that during the war, foreign coin v/as to

come in, except in confequence of borrowing ; and we may be very

certain, that all that was borrowed, and a great part of what had

been coined at home, had gone out from the year i6c}^ to 1697.

Under thefe circumftances, the exchequer iffued tallies of wood, a

notable expedient for facilitating circulation ! And the bank of

England lent not one farthing upon mortgage : all that was poUible

to be raifed on the land and on the people, by pound-rate, -diieff-

ment, and poll-tax, was impofed.

Now let us recall our principles concerning circulation, alienation,

and banking upon mortgage, and combine thefe with what we
have fo frequently repeated, and I think demonftrated, viz. that in

proportion to the extent of alienation, and the demands for money,

a circulating equivalent fliould be provided, fo as to be ready at

the hand of every perfon who has property to pledge for it ; and

then decide whether it was any wonder that credit in England

fhould have been at fo low an ebb at the peace of Ryfwick ; that

taxes lliould have diminiflied in their produce ; that intereft fliould

have rifen to fuch an extravagant height ; that the people fliould

have groaned under a load from vv^hich they could not relieve thera-

felves.

Under fuch circumftances, England appears to me in the light of

a dtimb man put to the torttu-e in order to extort a confeilion.

Were eight or nine millions llerling in coin, and a few v/ooden

flicks, the tallies, conftantly fold at a great difcount, a circulating

value fumcient to fupply the exigencies of a Hate vv^hich vv^as fpend-

ing annually at the rate of five or fix millions ?

The confequence of this total drain of money, was, that people

could neither confume excifeable commodities, or pay the taxes laid

upon their pcrfons and folid property.

The excifes failed, becaufe the body of the people, who paid

them, were interrupted in their induftry, for want of money to

2,
•

carry
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carry on alienation. Thofe who were liable to the arbitrary impo-

fitions, fuch as the landlords, could not pay ; becaufe what they

had, their land, could not be given in payment.

From what I have here laid together, we may determine, that as

alienations among individuals cannot exceed the proportion of the

circulating equivalent of a country, fo a ftatefman when he intends

fiiddenly to augment the taxes of his people, without interrupting

their induftry, which then becomes Hill more neceffary than ever,

fhould augment the circulating equivalent in proportion to the ad-

ditional demand for it.

This, according to my notions, cannot be fo well compafTed as,

I . by eftablifhing banks of circulation upon mortgage: 2. by re-

lieving thofe companies of the load of paying foreign balances by

giving bills at par, or at a fmall exchange: and 3. by providing

funds abroad for the payment of them, according to the principles

above deduced.

Such expedients will work their eiFeA, in a nation where the

pviblic faith Hands upon the folid fecurity of an honeft parliament,

and upon that refponfibility which is fixed upon thofe who are

trufted with the exertions of the royal authority.

I think I may illuflrate this operation by a fmiile.

A gentleman choofes to form a cafcade of the water which ferves

to turn his corn-mill ; confequently, the mill flops : but in its ftead,

he immediately eredls another which turns with the wind. Coin

is the water, bank paper is the wind, and both are equally well

calculated for the ufe they are put to.
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CHAP. IV.

Of the State of public Credit in Fra?2ce before the reign of Louis

XIV. and of the Sei^timent of the great Richlieu upon that SubjeSi.

FJ"
AVING laid before my reader the femiments of Davenant on

i- the fubjed: of pubhc credit, which were analogous to the

then fcate of England, it may be inftrudlive to compare them with

thofe of another very great man, in a rival nation ; 1 mean the Car-

dinal de Richlieu.

The conftitution of Great Britain at prefent, is pretty much what

it was in Davenant's time : and that of France does not differ widely

from what it was at the death of Louis XIIL

Britain and France are two nations, rivals in every thing worthy

of emulation, and fimilar in thofe diftrelTes which are the infepa-

rable concomitants of modern ambition, debts and taxes.

As long as the conftitution of the two governments fliall ftand as

'at prefent, Britain will conftantly have the advantage in borrow-

ing: France will have it in paying off her debts. It is this contrail

which engages me to enter into the following detail. I confider it not

only as a piece of hiftorical curiofity, but as a fubjecT; of profound

refle(5lion, from which much inilru6lion may be gathered.

The fate of kingly power was decided, both in Britain and in

France, much about the fame time. In France, it Vv^as fupported

by Cardinal de Richlieu ; in Britain, it was broken to pieces under

Charles I.

Before that time there was no fixed form of government eila-

bliflied in either country ; nor can ever a regular conftitution take

place any where, until the mechanifm of a ftate^ecomes fo com-

plex as to render changes extremely difficult. This is becoming

the cafe more and more everyday ; and upon this and nothing elfe

will depend the liability of our prefent forms.

Let
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Let us now take a view of the fentiments of a great minifter,

delivered in writing by himfelf, in his political tellament ; the

authority of which would never have been called in queftion, had

the matter it contains been properly attended to, and well under-

ftood.

It is in the 7th paragraph of the 9th chapter of the teftament,

where the Cardinal Ihews his ability in paying off the debts of

France : and in going through th^ fubje6t, he cafually has thrown

out feveral things, which enable us to form a judgment of the

ilate of taxes, and of the effecfts they were found to produce in his

time.

" It is pedantry," fays he, " to maintain that a prince has no
" right to draw money from his fubjed:s, and that he ought to con--

" tent himfelf with the pofTellion of their hearts. None, however,

" but flatterers, the peft of fociety, can maintain, that he may
" draw from them, juftly, whatever he thinks fit ; and tlij^t his

" right extends, in this particular, as far as his will."

The taxes of France^ at this time had been augmented far beyond

heir due proportion ; and this had produced many flrange and

contra di(ft:ory phenomena ; which, as we lliall now fee, milled the

Cardinal in many refpefts ; becaufe his experience was not fuffi.-

cient to difcover the caufes of them.

" The augmentation of impofitions on the people," fays he,

" does the King Jo much hurt by raifing prices, as to compenfate all

" life can gain." If we fuppofe that the King gained by the aug-

mentation ; that is to fay, that the tax, when increafed, really pro-

duced more than before, and raifed prices proportionally ; then the

King could only lofe his proportional part, but never the. whole.

If the tax, by being augmented, produced lefs than before, which

was the cafe often, then he loft by a diminution upon liis income,

not by the rife of prices. But this was not the cafe ; becauie de-

ficiencies of that kind could not fall upon the King, but upon his

farmers.

The
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The true reafon was, that the Kmg paid moft of his expences

by aflignments upon the taxes ; and then, no doubt, the higher

they were raifed, and the more difficuk to recover, tlie dearer

every undertaking would coft the King.

This reafoning upon the efFeft of taxes lliews, that at that time

the dodrine of them was not well underllood. No wonder : theory

is not fufficient to lay open political confequences, even to the

greateil genius. All our information as to thefe matters arifes

from experience, and all our inftru6lion from our attention and

reile6lion.

As a proof of this, he mentions, almoft in the fame place, an

effecfl of the increafe of taxes, which is quite contrary to the

former.

" Confumption," fays he, " diminiflies, as taxes augment."

This is a contingent, but not a neceflary confequence, as we
have feen, and has the effect of lowering prices.

I mention thefe particulars, only to fliew how little this great

man had ftudied the principles of taxation, or combined the caufes

of thofe phaenomena which he faw arifing from them.

Such contrary effedls could not fail to be felt, when taxes were

mixed in the manner ufual at that time, and. when no method was

contrived for augmenting the currency.

In Richlieu's time the cuftom was to treat with the partifans, as

they were called, or undertakers for the farm of taxes ; and for a

fum of money, valued at a certain intereft, to give them a right to

levy certain impofitions on the people, eileemed equivalent to the

rate agreed upon ; fome in one province, fome in another, as the

parties could agree. Then the partifans fell to work with the

people, and committed the moft horrid extortions. In the 4th §.

of his 4th chapter, he fays, " The abufe is carried fuch a length,

" as to be quite infupportable, and muft end in the ruin of the

" ftate ; the people are plundered, not taxed ; fortunes are made by
" rapine, not induftry : ufing the partifans like fpunges is very

"juft; but liable, on the other hand, to great abufe, when not

VOL. IL B b b "con-
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" conducfled with moderation and juftice." This is a very different

fyftem of taxation from that carried on in England in Davenant's

time, and muft have produced effeds very dlllimilar.

But it may be a&ed, if thefe partifans in France had found

out means of raifmg money, far beyond the King's intention

;

what prevented the Cardinal from examining into fucli means, and

ufuig them in a gentle and equitable manner, to the extent only o£

fatisfying the creditors for the money borrowed from them ?

In thofe days feveral difficulties occurred, which rendered this

expedient impra6licable.

17110, The partifans would lend in no other way; they would

have nothing to do with the King as a debtor : his credit was not

well eflabliflied ; and by having the direct adminiflration of a tax,

they confidered themfelves as more fecure.

ido, Had the King levied the money on the people,- and been

paymafter to the creditors himfelf, there would have been no gains

to the partifans but what were flipulated : had they exacted more

than legal intereft, they expofed themfelves to great danger ; and

confequently would not lend. So, by delivering up the people to

be plundered, the King made a better bargain, he thought, than

any other way ; and if the partifans plundered the people, the

Cardinal plundered them in his turn.

pio, At this time there were not, as now, merchants of extenfivc

credit, and fair charadler, who ferve as interpofed perfons for the

whole m^oney'd intereft in Europe, and who can fill a fubfcription

for millions with a fmgle name.

The partifans themfelves, as the Cardinal obferves, had often

neither money or credit at fetting out : but by parcelling their un-

dertaking into many hands, they got together what was neceffary.

Thus the fubaltern affociates vv^ere in a moment, like locuils, fpread

over the whole face of the country, and plundering went on in

every quarter.

This reprefents a quite different fyftem of credit from what we

fee eftabliflied, even in France, at prefent ; where the tax-gatherers

: 5 are
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are ftill loudly complained of, though much more than they de-

ferve. The mode of railing the taxes is now moft exadlly fpeci-

fied by the King ; and nothing more can be exadled than accord-

ing to the plan laid down ; but in every cafe fevere penalties are

impofed upon frauds, and when levied, are accounted for to the

farmers ; but when compounded for under- hand, fmk into pri-

vate men's pockets.

In a country where taxes are rightly eftablifhed, induftrious

people have no occafion to indemnify themfelves by fraud for the

taxes they pay ; they have a more certain method of being re-

funded. This fhall be explained in its proper place.

By this method of oppreffion in the Cardinal's time, a great part

of the odium was removed from the King, and caft upon the

partifans. The people refembled a dog who bites the flick with

which he has been ftruck, inftead of biting him who holds it %

I have

* Thus were taxes eftabliflied in France, in fpight of the great averfion of that na-

tion to them. The exigencies of the ftate were apparent ; Princes were confidered as

under an abToIute neceffity to find money at any rate ; they appeared to be in the

hands of unrelenting ufurers, who became the execration of the people, to whofe

fury they were fometimes delivered over, when ftripped of their weakh : the people

were now and then relieved of a part of their burthen ; the tax remained under milder

management •, formed an addition to the King's revenue, and ferved as a fund for fu-

ture emergencies.

But the nature of man is fuch, that the more he grows in wealth, the more the de-

fire of fpending it increafes. Thus the fbnd provided for unforefeen emergencies, is

infenfibly incorporated with that which is appropriated for the current fervice of the

ftate.

Nothing however is more certain than that in time of war, far greater lums are

required than any people can pay, without contradting debts.

Is it not then indifpenfibly neceflary, either, imo. To have a fum locked up in

treafure ? Or, 2do, A fund appropriated, to borrow upon in time of war, which may

ferve to pay off the debts in time of peace ? Or, 3//0, To borrow upon the fiipula-

tlon of an annual payment, which may, in a certain number of years, acquit both

intereft and principal ?

B b b 2 The



372 AN INQUIRY INTO THE PRINCIPLES BookIV. P.4,

I have now faid enough to point out the method of borrowing

money in France at this time, from which the nature of the fecu-

rity may eafily be gathered.

The Cardinal, upon the fuppofition of an approaching peace,

enters into the plan of paying off what had been contraded. He
was refolved to preferve credit ; for even at that time, the confe-

quence of that great engine was fufficiehtly felt by this great man,

to relieve the people, and to get rid of the debts.

After a long detail of all the branches of the revenue, and after

fhewing how they might be improved, he draws out a general Hate

of them, and of the debts affecSting them ^ and then adds, " The
" total revenue of the kingdom amounts to near 80 millions \'

(the filver was then at 27 livres 10 fols the marc fine, which, va-

lued at 2 /, 4 s. flerling, makes the 80 millions worth above 6 mil-

lions flerling) " of which there is above 45 millions engaged for

" the debts. By good management I pretend that this immenfc
" load of debts, which feems to be the ruin of the King, fhall

" turn out to his eafe and opulence. Some imagine it would be a

*' right meafure to free the ftate entirely of her burthen, (a ge-

" neral ipmnge) but as flie cannot, certainly, fupport all the bur-

^* then, fo neither does reafon didlate that fhe fhould be entirely

" fet free." No modern ftatefman could form a better judgment

of things. The Cardinal's ideas are juft and profound ^ and it is

ailonifliing how a man uninflrudled by our experience fliould fee

ib far into remote confequenccs.

He next lays down different fchemes for paying the debts^ upon,

the return of peace and tranquillity. They are all arbitrary, more

or lefs, according to the ftandard of Englifli ideas of credit. But

if we abllradt from one expedient lately difcovered, to wit, the di-

minifhing the intereil, and allowing the capitals to remain,^ I doubt

The fii-rt is the plan of the King of Pruffia ; the fecond that of England ; the third

j-s, in a good meafure, that of France : Holland borrows no more, and pays as fhe-

ran what fhe owes j Spain lives on her income; and Auflria remained in the old way-

till very lately, without credit, and confeqiieatly without much debt^

- if
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if any modern ftatefman could difcover any other than thofe

which the Cardinal has propofed.

A preliminary ftep to all his fchemes was, by an aEt of pouter,

to reduc€ the debts which bore a higher intereft, to that of the

16 penny, or to a little more than 6 per cent. This method of

redudlion has conftantly been and is flill pracflifed in France.

Then he propofes to enter into an account with the creditors for

the fums they had received ; and to confider whatever they had ob-

tained above the legal intereft, as payments in part of the capital.

This fchsme however he rejeifls, upon examination. He fays it

is agreeable to equity ; but that it would have the effed; of totally

deftroying all credit for the future.

The fecond expedient was, to reimburfe the creditors the fums

which they really paid for the annuities affigned to them : but that

he found impoffible to verify ; becaufe they had had the addrefs to

fpecify, in their contrafts, fums far exceeding what they really

paid. For this reafon he rejefts the fecond expedient alfo ; and
adopts a third, as the bell plan of any for paying off the debts.

This was, to va;lue the capitals at what they then fold for in the

market, before the peace was concluded.

This method appeared to the Cardinal the moft equitable, at

leaft he fays fo, and the only one practicable ; but in my opinion

it was the moft arbitrary of the three ; the moft liable to abufe,

and the moft oppoiite to the principles of public credit, as at pre-

fent eftablifhed : and yet it is a thought, vdiich, when condudled

with juft:ice, may upon fome occafions anfwer excellent purpofes,

as I fliali obfervie in a proper place.

Had he adopted the firft expedient, of afcertaining the value of

the real advance, there was an appearance of juftice ; becaufe the

creditors were thereby reprefented as ufurers ; and by repaying

them wliat they had advanced, by the enjoyment of an income

above the legal intereft, he treated them with more indulgence

than the laws allow between private pcrfons : but when money
wag
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was borrowed in time of war, a higher intereft fliould have been

allowed for it than in time of peace, when it was to be paid ofF^

raid therefore to take the ftandard of peace, in reckoning with

the creditors who had lent in time of war, was an evident in-

juftice.

Could he, according to the fecond fcheme, have difcovered ex-

actly the fums which had been paid for the annuities given, and

offered reimburfements upon that footing, lefs could have been

faid againfl it ; becaufe the mentioning more in the contrad than

what had been paid, was a palpable fraud againll the King.

The third method, which the Cardinal approves of, contaiiis

this piece of great injuftice, that the antient creditors of the ftate

who had paid 1 2 years purchafe for their contrads, that is, thofe

v/no had lent at about 8 per cent, might by this fcheme be paid off

with one half of what they originally paid. If it be anfwered,

that nothing is worth more thanwhat it can bring ; I anfwer, that

it may be worth more than what it can bring at a particular' time.

During a war, an annuity which had been bought at 1 2 years pur-

chafe in time of peace, will fall to five, providing annuities can

then be bought at that rate. The new loans conllantly regulate

the value of the old capitals ; but upon a return of peace, they

will rife to the original value.

Another injuftice here was, that a miniiler, by borrowing a fum

at a very high intereft, at a time he wanted to fet a value on the

capitals, might: fink this value. And, in the third place, the

greateft injuftice of all confifted in this, that the Cardinal had no

thoughts of any reimburfement, as we fhall fee by what follows.

There v/as, at this time, one clafs of annuities conftituted at

-8 per cent. Thefe he propofed to reduce to 6 per cent, as above, by

his preliminary operation. Such annuities fold at that time for

five years purchafe. ' Thefe, fays the Cardinal, ive. muji fix at that

'value ; and by allowing the proprietors to enjoy them for 7 -i years,

ihe capital and intereft will be paid off.

Other
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Otlier annuities conftituted.upon the tallle fold for fix years pur-

chafe, which, by the fame rule,, were to be paid off in 8 4 years.

The annuities and other debts charged at this time upon the

^ji& alone, amounted to 26 millions a year j and by this fcheme,

the whole was to be paid off in 8 4. years.

Befides thefe, idiere were engagements upon other branches

of the revenue, which fold at different prices. All were to be fet

upon a proportional footing. The annuities which fold the deareft,

were at 74 years purchafe, which were to be paid in 1 1 i. years.

Thus, by the Cardinal's fcheme, the debts of France, which at

this time bore an interell of about 45. millions, were entirely to be
paid off, in about la years, without any new impofition; and
when that was concluded, the lands were to be difcharged of 26

millions of yearly taiUe,.nQ?iV two millions llerling,. and the King
%Yas to have a clear revenue of 53 millions, or about 4 millions of

our money, which with the 26 millions taken off the tallle, make
7,9 millions ; the total amount of the French revenue at that time.

I fliall now point out the charadteriftic differences between the

principles upon which the credit of England and France were efta-

bliflied, at the two periods of which we have been fpeaking.

Had two fuch writers as Davenant. and Richlieu been to be met
with in the fame age, and at. a tim-e when England and France

were engaged in contradting debts, the contraft would have been

flronger ; but as it is, it fuits our purpofe. The debts contracfled in

France from 1708, vv^hen credit fell-, to the end of the war in

.1714, were in confequence of rapine and extortion, as in Ricli-

lieu's time: and the operations upon them, after the peace of

Utrecht, referable thofe of Richlieu in fome very material circum-

ftances. Such as, imo, That all the debts were then,- by an a6t of

power, put at 4 per cent, without any regard to the original flipu-

lations. 2do, That what the Cardinal defpaired of accomplifhing,,

the Regent imdertook, and executed, at a great expcnce to the

King, and with great injullice to many individuals.

He
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He eftabliflied a commiffion, called the 'uifa, to inquire into the

unfunded debts, which amounted to 600 millions. His intention

was, to difcover the effedlive fums which had been paid for the

grounds of debt. The moft favourable ciafTes of thefe debts con-

fifted in arrears of pay to the army, indemnities for pillage, and

the like, conftituted by notes ifTued from the office called the

extraardinaires des guerres, which were diminiflie^ | ; the fecond

clafs was diminifhed ^ ; the third clafs 4 ; and the lafl of all,

furas due to brokers, ufurers, Sec. were diminiflied 1.

But alas ! there was not the leaft ftiadow of juftice in this opera-

tion ; becaufe long before the vifa was e^lablilhed, moft of the

grounds of thofe debts had circulated from hand to hand, under

the greateft difcredit : fo that the real fufFerers were then beyond

the reacli of the indemnity offered ; and the ufurers and brokers

who had bought them up, were thofe who made fortunes by them.

The Cardinal's plan of paying at the felling price, would have

proved, in this particular cafe, more rational, and more according to

equity, than any other : fo greatly do circumllances influence our

decifions in all political matters !

By the vifa, the 600 millions were reduced to 25-0 millions, and

put at 4 per cent, like all the other debts. No plan was propofed at

firft for paying off the capitals ; but a fum was appropriated, though

very ill paid, for difcharging the intereft. We have difcuffed fuf-

ficiently the famous operations of the Miffifippi ; by which an at-

tempt was made to throw the whole national debt on the company

of the Indies ; and we have feen how it fucceeded.

The diftancc, therefore, of Richlieu's time, from Davenant's,

occafions very little deception in comparing the principles of

French and Englilh credit : and when we come to examine the pre--

fent Hate of that queftion, I am afraid we fliall find, in France,

enough of the old fyilem fiili remaining, to verify my obfervation,

that the French have the advantage in paying their debts ; the

Engliih, in contrading them. Where the balance of advantage

may lie, will be the fubjed of more fpecuiation.

The
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The firft efTential difference I find between the credit of France

and that of England, in the two periods we are confidering, relates

to the coiii. In the firft, the value of it had been very well pre-

ferved : no confiderable alteration had been made upon it, from

1602 to 1636, that the Cardinal raifed the denomination of the

marc of fine filver, from 22 livres to 27 livres 10 fols, as has been

faid. Whereas from the revolution, until the eftablifhment of the

bank in 1695, the coin had fufifered in England a debafement, from

clipping, of near 50 per cent. This circumftance, more than any-

other, affefted the credit of England, and increafed the expence

of King William's war. In Richlieu's time, circulation and trade

had made more progrefs in France than in England at the time

Davenant lived. The revenue left by Henry the Fourth was double

to that of England at the revolution : and, in general, the income

of the Kings of France had far exceeded that of the Kings of

England, for many reigns before that of the great Henry. Bor-

rowing alfo, upon a fixed and permanent intereft, had been known
in France fo far back as Francis the Firft.

That Prince was the firft, I find, who contraded a regular

debt, at perpetual intereft, upon the town-houfe of Paris, at about

8 per cent, when the legal intereft in England, under his contempo-

rary Henry the Eighth, was 10 per cent.

The predecefTor of Francis, Louis XTI. had of grofs revenue,

charged with his debts, which eat up near one half, above

2,500,000 /. fterling. Dutot, Reflex. Pol. Vol. I. p. 204. Francis L

left to his fucceflbr in 1546, a grofs revenue of 2,685,314 /. fterling,

and of nett income 2,287,998 /. according to Dutot and M. de Sulli.

Under Henry II. and Francis II. the grofs revenue flood at about

2,618,000 /. flerling.

Under Charles the IXth, I have not been able to difcover any

thing which can be relied upon : but his fucccfl!br Henry IIL ac-

cording to Sulli, had, in 1581, a revenue of 3,250,000/. flerling,

and left only about 16 millions of livres of debt, which was no

great fum.

VOL. II. C c c To
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To this Henry IV. fucceeded ; and by the capacity and unwea-

ried application of his great minifter M. de Sulli, it was raifed to

above fix millions fterling, at the beginning of the reign of Louis

XIII. This revenue, by his wars and expences, Was left greatly

incumbered ; but ftill the taxes were eftablifhed which brought it

in ; and fo early in the reign of his fucceflbr Louis XIV. as the

year 1683, his revenue extended to nolefs than 9,1^2,914 /. fterling^

according to Dutot. Reflex. Pol. Vol. II. p. 256 *.

Let any man, acquainted in the leaft with the hiftory of Eng-

land, examine the fixed revenue there, under Henry VII. and VIIL

Edward, Mary, and Elizabeth, and their fucceilbrs, dawn to the

revolution ; and they will evidently fee the great difproportion of

wealth, proceeding from taxes, in the one and the other kingdom.

From thefe fads I conclude, that debts and taxes in France were

much more familiarly known in Richlieu's time, than poflibly they

could be in England when Davenant wrote.

Public credit had long grown up in that kingdom, tinder the

bard influence of regal power: whereas in this it had fprung

up laltely, under the prote«5tion of liberty, and a moft limited au-

thority.

To that caufe I afcribe the difference we find between the prin-

ciples of Englifh and French credit ; and to an efFeift fimilar to the

caufe I afcribe the gigantic fteps by which Britain has outftripped

her powerful rival in the eftablifhment of her a-edit, fince the be-

ginning of this century.

It is folly to prophecy, I know ; but I may be allowed to con-

jedture, that the fame caufes which have raifed the credit of this

nation to fuch an amazing height, will either force the French

from their old principles, or they will, fome time or other, bury

her credit in the duft.

Had one half of the acfts of power been exerted with us, which
have been fo familiar in France : had half the liberties been taken,

* Thefe fums are all converted into fterling, according to the value of the French,

livrc at the different periods hue tntntioned.

in
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in tampering with the claims of creditors ; a total bankruptcy

would long ere now have been the confequencc : but in Britain

credit is young ; and has been tenderly reared. In France fhe is

old, and has been accuftomed for many ages to rougher ufage.

But example works wonderful effedls, efpecially when nations live

together in this great European fociety ; and the advantages of a

fecurity to be depended on will every day more and more engage

the money'd intereft to prefer this to any violent and precarious

profits.
'

How nicely does not Davenant employ political arithmetic, in

order to make true eftimates of the taxes to be impofed, and

appropriated for a term of years, for extinguifhing principal

and intereft ? How exadlly has not the account between the ftate

and the bank been carried on from 1695', to this day ? How faith-

fully have not all parliamentary engagements been obferved ?

When, in 1749, a moft natural operation was performed, to reduce

the intereft of the debt of Great Britain, by gentle fteps, from

4 to 3 per cent, what an outcry did it not make, although an alter-

native was left to the creditors, either to receive an adual reim-

burfement, or to accept of the new terms I The credit of Great

Britain muft have appeared to France in the light of a pettifh child,

educated in the houfe of a too indulgent parent : her own is not

treated with fuch gentlenefs ; and when our money-jobbers try

their hand at Paris, and meet with difappointments from unex-

pe(5led a6ts of council ; to prevent the laugh going againft them,

for trufting to the credit of France, they turn it off by a jeft, and

pretend that they were only playing as at the Groom-Porter's, or in

Change-Alley.

In a word, what would totally ruin the credit of England, does

not equally aiFe(51: that of France. An acl of power there, no

doubt, throws a damp upon it for a time ; and if that ad; of power

takes place at a critical jundlure, it may coft her very dear ; as it

has lately coft her the continent of North America ; which, I think,

was fold for 32 millions, withheld from her creditors, for a fhort

C c c 2 time,
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time, in the end of 1759. But this aft of power, and many others.-

fince, have not ruined the credit of France : many truft her ftill

;

only thofe who purchafe in her funds, at prefent, take about 2 per

cent, off from their intereft, as a premium for the infurance of her

good faith, until fhe recovers her mercantile reputation *.

C H A P. V.

Of the prefejjt flate of public Credit in Great Britain;

WE have, in apreceeding chapter, given a general view of the

Hate of public credit in England, at the end of the laft cen-

tury. In this, I Ihall briefly run through the moft remarkable revo-

lutions, both in fentiments and events, which have fucceeded fince:

that time.

At the revoltition the revenue of England was about two millions-

fterling, afFedted by two debts. The firft was called the bankers

debt, contra(5ted by Charles II. and, by letters patent, charged upon<

his hereditary excife, to the amount of upwards of i 300 000 /;.

This debt was reduced to one half, in the laft years of King William^

and put at 6 per cent-, perpetual annuity, to commence from 1706*.

The other was a debt of 60,000 /. due to that Prince's fervants, ne-

glefted to be paid by his fuccelTor, and difcharged after the revo^

lutiou.

At the peace of Ryfwick, the national debt amounted to about

2.0 millions. The branches of taxes fubfifting at the revolution, and'

continued till then, produced no more than about 800,000 /, /, but

~ Money, in vefted in the French funds, anno 1^66, will bring the purchafer 6 j5£r

cent. This ! cor.fider as ^ per cent, for the interefl-, and 2 per cent, premium for the

rifk •, and were fhe now to borrow any confiderable fumsj I fuppofe the infurance would,

rife in prcponioa,

b.y
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by additional taxes laid on iri the reign of King William, the whole
revenue extended to 3 355 499 /. of which above one million was to

eeafe before 1700, as has been faid. This reduced the revenue, at

the beginning of Queen Anne's reign, to nearly what it had been
at the revolution: out of which if we deducfl the interell of the na-

tiona,! debt th^n fubfifting, and the expencc of the civil lift, wefliall

difcover the extent of the funds prepared for engaging in the war
with France ; and then by comparing the ilate of tlie nation at her

fucceffion, with what it was at her death, we fhall form a general

notion of the progrefs of credit, debts and taxes in England during-

that period.

The revenue of England at the acceffibn of Queen Anne may be

ilated at about ---___ _ ^2272000.
The debts fubfifting on the 3 ift of Decem-

ber 1701, were ----- £67^8^80

Upon which the annual intereft was - 566 1 63-

Queen Anne's civil lift * - - - 600 000

Which two fums amounting to - - 1 166 16^

Being deducted from the revenue, there will remain

for the current fervice of the ftate - - - i 1 05 835
What the exa(5t amount of the revenue of England was at the

death of the Queen, I cannot juftly fay. But as it may be compre-

hended under the three general branches of cuftoms, excifes, and

other inland duties, we may form a guefs at it, though imperfexRily

r allow, from the number of articles in each.

At her acceffion, the cuftoms comprehended fifteen articles j at

her death,, they amounted to thirty-feven : at her acceffion, the ex-

cifes comprehended ten articles ; at her death, they amounted to

twenty-feven: at her acceffion, the other inland duties comprehended

eight articles ; at her death, they amotmted to fixteeuj including;

* The Queen got from parliament 700,000!. for her civil lift-, but flie imme-

Jiately ordered loojoool. to be annually paid to the ufes of the war..

£h«-



382 AN INQUIRY INTO THE PRINCIPLES Book IV. P. ^1

the land tax, then become in a manner perpetual, although laid

on from year to year.

At her acceflion, the public debts amounted (as above) to near

feven millions, at her death they exceeded fifty millions.

In fourteen years, from the revolution to her acceflion, the mo-

ney granted by parliament, partly raifed on the fubje<5t, and partly

borrowed, or taken credit for, according to the cuftom of the times,

amounted to above fifty-five millions. During the 13 years of

Queen Anne, the money granted by parliament raifed on the fub-

jedt, or borrowed as above, amounted to upwards of 80 millions.

By this general fketch I do not mean to enter into exaft details :

fadts muft be fought for in books which treat of fads ; our chief

objed is to examine the principles upon.whidi the public credit

was fupported, let the exacSt fum of money raifed be what it will.

The expences of the French war firil engaged the nation to re-

vive thofe taxes which had been fupprefled ; and to impofe many

others for a confiderable number of years, in proportion to the mo-

ney borrowed upon them, according to the principles of the former

reign.

In 1702, intereft was fo low, that government got money at 5

per cent. It continued fo till 1704, when fome loans began to be

made at 6 per cent, and at this rate it ftood during the war.

But in 1706, the exigencies of government were far greater than

what all the money to be borrowed, or raifed on the fubjeifl, could

fupply. This opened a door to the abufe of paying the growing

deficiencies upon the taxes with exehecjuer bills, chargeable on dif-

tant funds. Thefe fell conftantly to great difcount j and the un-

happy feryants of the ftate, who received them in payment, were

obliged to difpofe of them to people who could wait for an ufurious

reimburfement by parliament.

When thofe exchequer bills had once got into the hands of the

monied people, they had intereft with government to engage the

bank to circulate them at 6 per cent, ratereft : but as the funds upon

which they were fecured happened at that time, 1706, to be en-

_gaged
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gaged for difcharging debts previoufly contraded, the bank, dur-

"ing that interval, could receive no payment of this intereft of G per

$ent. io the expedient fallen upon, was to pay the bank compound

intereft for all the tallies and bills they were to difcount, until the

funds appropriated Ihould be relieved.

This expedient, bad as it was, and burdenfome to the ftate in the

higheft degree, proved of infinite fervice, both in eftablifliing the

credit of exchequer bills, and relieving thofe who received payment

in them.

This operation was quite fimilar to thofe of banks of circulation

lapon mortgage. The bank of England was here employed in con-

certing into money exchequer bills, fecured upon the faith of go-

vernment. Banks upon mortgage convert into money the property

of individuals, upon private fecm'ity. Had, therefore, banks upon

mortgage been eftablifhed in England at this time, all thofe who

had property would have got credits from them, and would have

been enabled thereby to pay their taxes, and carry on their induftry,

without diminifhing their confumption. Tlie exchequer would then

have had no occaiion to illue difcredited bills and tallies for making

up deficiencies ; becatife taxes would have been produ6tive, and

the ftate would have been relieved of this exceffive burden of

intereft at 6 per cent, accumulated quarterly in favour of the bank.

"What extraordinary profit muft have accrued to the bank by this

operation, every one muft perceive. They were not here procuring

funds to lend at a great expence j all they did was to augment the

quantity of their paper upon government fecurity ; which tli^y

knew well would be fufpended in the common circle of payment&

within the country; and the public borrowings were fufficient to

fumifli credit for the fums fent out of the country. In this view

we may conclude, that almoft the whole accumulated intft-eft paid,

was pure profit to the bank, and a great augmentation of the na-

tional debt.

This operation of the bank in 1706, did not prevent fubfequenr

deficiencies, in the paymentof the navy, army, ordnance, and of

8 many
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many other articles. In 1710, they amounted to above nine mil-

lions flerling. This was too great a fum to be borrowed ; and the

bank durft not venture to difcount more than what domeftic circu-

lation could fufpend : fo . that after this great debt had circulated

upon the difcredited obligations which had been iflued for it, and

in that way had fallen again into the hands of monied people, at

30 and 40 per cent, below par, the new proprietors of it were all in-

corporated into one great company, with a governor and direcTiors,

who got 6 per cent, for the whole capital, with an allowance of

Sooo /. a year for charges of management.

Thus all the real creditors for thefe deficiencies loft the difcount

;

the monied people gained it, and the public paid for all.

When credit is in this languid ftate, every expence of government

rifes in proportion to the difcredit of the paper with which they

pay, till at laft the whole fum, with intereft, accumulation, and

expence, falls upon the ftate, as if every farthing of it had been

frugally expended in ready money.

This is a general view of the ftate of credit in Queen Anne's reign.

Government had not, as in the former war, the inconveniences

flowing from the difordcr in the coin to combat with. Thefe contri-

buted more than any other circumftance, to raife the capital of the

debts at the peace of Ryfwick. Circulation, too, was confiderably

augmented, in confequence of the increafe of taxes, public debts,

and the operation of the bank in circulating exchequer bills and

tallies. Yet money was ftill fcarce, in comparifon of what it might

have been, had proper methods been contrived to preferve it upon

a level with the occafions for it.

The incorporation, alfo, of nine millions capital in the han'Hs of a

corporation, which afterwa^'ds was called the South Sea Company,

was an affiftance to public credit, by increafing a mouied intereft, the

principal view of which w?.s to fill the government loans, on the

lucrative conditions offered for them. And laft of all, the ftri(5lly

adhering to the public faith of engagements, without feeking,

by a6ts of power, to indemnify the ftate for the loiles it had been

obliged
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obliged to Incur, from the circuniftances of the times, laid the

folid bafis of national credit for the future.

Although the many additional taxes added to the former revenue,

did not increafe it in any proportion to the load laid upon the fub-

jed: during this war, they ferved, however, as a good foundation

for improvement, as foon as the effeds of peace reftored them to

their full produdion. But the charges laid upon them having be-

come every year greater, government was obliged to engage certain

funds for thirty two years to come, and fometimes longer ; and

maay branches of taxes, which formerly had been granted for

fhort terms, were then made perpetual. After the peace of

Utrecht, the expences of the ftate were greatly diminiilied, and

money began to regorge: fo that in the year 1716, the firft foun-

dation of the finking fund was laid, by opening a fubfcription for

paying off about ten or eleven millions ilerling, at that tirne,

charged upon feveral branches of taxes, the produce of which
amounted annually to 724849/. ilerling.

The proprietors of thefe debts were allowed to fubfcribe into this

liew fund, at an interell of 5 per cent, redeemable by parliament;

and in cafe the whole fubfcription fliould not fill at that rate, the

bank and South Sea company became bound to make it up, upoii

^receiving a like annuity in proportion to their fubfcriptions.

The bankers debt, of which we have fpoken, the only public

-debt owing at the revolution, made part of thofe which were to be

fubfcribed for.

The taxes which had been appropriated for the difcharge of thofe

capitals, from temporary, were made perpetual ; with a claufe

added, that when the furplus of the fund, after payment of intereit,

had difcharged the capitals of all the national debt due the 25th of

December in that year, the whole produce of the fund itfelf fhould

remain at the difpofal of parliament.

After this firil operation in reducing the interefl, the bank waB
fatisfied with a redudion to $ per- cent, of that paid to them ; and
VOL. IL D d d they
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tliey began to circulate exchequer bills at 'a more inoderate intereft

than formerly,

Public credit was now daily gaining ground. In 171 9, the South

Sea company, whofe capital was then fwelled to eleven millions at

5 per cent, with a Aim of 9397 /. fterling for the expence of manage-

ment, enlarged their views ; and finding great profits to arife from

fuch a fund under one adminiftration, formed a proj eft of ac-

quiring a large fuiii of the public debts,"^ which remained outlland-

irig'ifpoh the'ofigihal funds appropriated for them.' ']'

. J"or'this purpofe they propofed to government to acquire, i. The
property' of"above 16 niillions of redeemable debts, bearing, then

4 ?ihd"$peyce7it. intereft; and to' reduce the whole to ^'per cent.' at

midfummer 1727. "

"

iT' To' "acquire" a" fiim" of 794 600 /.' of ^ an-

nuities upon lives,' and for long terms, as they fhould agree with

the proprietors, at '5 ^^V cent.y-apon the ^plirchafe-money, until

1727 ; and at 4 per cent, afterwards. Annuities were then valued at

fourteen and twenty years purchafe, according to their length

:

they rofe, however, during the operations of the South Sea, to 25*

and 30 years purchafe. 3. They were to have a fura added to their

former allowance for the charge of management, in proportion

to tliis augmentation of ' their ;fi;o'ck. '4. That for the advantage

which Inight' follow upon 'this agl'eemem with government, they

were to -pay into'*the\excliequel^'abWe feven m'iiiions 1^^^ to-

ward difcharging other natiohardebts'outftanding. And in'^hgjaft

place, they engaged to circulate a confiderable ' fum of ^exchequer

bills, and to pay the intereft of 2 pence per cent, per *diem, which

lliould grow upon them during feven years *.
'

'

From

* After the long and particular account I have given of the MilTifippi, I fh'all not

enter into a like detail, concerning' a fcheme which proceeded upon the very fame prin-

'ciples ; to wir, the artifiLiarraifing^^the'yalue of a (lock, by promifing dividends, out

'of funds which were nowife proportioned to them. *•

'/ ' ^. I .. Ifhall
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From the operations we have been defcribing, we perceive, that

the^^M£>f view in England, frofnthe peace of Utrecht, has always

bedj^Yo^reduce the intereft oi'^ the national debt ;, but never to leave

in tlie'Mhds of thecreditors, any pa;t of the favings made; in orxler

-^
,

"
^o

I fliall therefore, in a very few words, compare feme of the operations of the South

Sea fcheme, with thofe of the Miffifippi ; and in doing it, point out the principal dif-

ferences between them.

The great profits upon the Miffifippi were expefted from the interefi: paid by govern-

ment for the great loan, the farms of the revenue, and the profits upon their trade,

Thofe of the South Sea were, at fetting out, i. The profits upon their trade : 2.

The allowance made them : 3. The diff^erence of receiving gper cent, for the money

they laid out in purchafing the public debts, when money was at 4. per cent, as it was

when the fcheme was fet on foot : and 4. The furplus money fubfcribed into the ftock

above par, in confequence of the artifices ufcd to enhance the value of it.

The feven millions they were 'to ,• pay^ to the ftate, leemingly for no value received,

v/ere a fort of compenfadon for receiving the r^- per cent.- for 7 years, at a time when

money.was.wprth no more than 4_^t-r ir(?K/. , ,• .

Thefe.adyantages raiied, at firft, the value of the original flock of eleven millions.

The confequence was,_that_the proprietors of the 16 millions of the redeemable debts,

which were to be bought in when they came to fubfcribe their capitals into the new

ftock, tranfafted them at a proportional difcount; which difcount, being geod againft

the government in favour of the company, ferved to difcharge proportionally the kvtn

millions the company was to pay. This gave an additional value to the flock ; and fo

it rofe, greatly indeed above that proportion.' Then the company promifed a dividend

of io/'«"cra/. for one half year, upon their capital, at midfummer 1720 ;" this divi-

dend was to be paid in-ftock, wh'ch.vvas conftantly-iifing in its value; but no Info^--

mation was ever given the public concerning the funds which were to produce this divi-

dend ; Jo every one concluded that there wpre hidden treafures in their hands, which

enabled them to promife fuch large dividends. Accordingly, ftock rofe from 300 per

cent, to 375 ; then to 400, and at, laft to 1000 per cent. ; and. in proportion as it rofe,

the wealth of the former fubfcribers, augmented from the,/urplus above par, paid by

the latter, 'and thofe who fubfcribed laft, boie all the Icfs upon the blowing up of

the fcheme.- .„,*'..••• • „ • •

But one great difference between the South Sea and Miflifippi, was this: That in

.^France there was abundance of money in the hands of the public, for purchafing the

D d d 2. aflions.



3S8 AN INC^rny IKTO TH£ PRINCIPLES BookIV,?.^.

to diminiih the capital. Tliefe favings have conftantl^ hem. thlPown-

into a fmking fund, fuppofed to be intended for extinguifhing the

capital ; and were it employed for that purpofe for a few yeai^s

only, and not diverted to other ufes, I am perfuaded the confequ^nce

would

aftions, at the exorbitant price to which they rofe; but in England there was not:

confequently, in France, the rate of interefi: fell to 2 percent, and m England, the great

demand for money to borrow, raifed it beyond all bounds..

Thofe who fubfcribed in mOney, paid down no mote than '10 per cent, atfubfcrib-

ing ; but became bound to pay up the remainder. But when the ftock ttirribled, people

were better pleafed to lofe the \o p^r cent, they had paid, than to pay up the remaining

CjOpsr cent, according to the terms at ftibfcribing. Thofe indeed who fttbfcribed their

former capitals at a vaft difcount, did not labour under the fawie inconvenience of want

of money; but that difcount became as real a Xoi^xo them, as the cafh fubfcribed be-

came a lofs to the money fubfcribers, the moment that thofe whawere in the fecret-,

and who, by the moft infamous chain of artifices, had blown up the public frenzy,

began to realize and fell out, and that the whole wasdifcovered to be a cheat. So thSE

upon the whole, the Englilh fcheme had much lefs foundation than the French, Thfe

&ft blew up from an abfolute neceffity, and for want of any bottom at all ; the laft.

from mifcondufl, and rather from folly than knavery. I return to an account of the

.

fcheme.

The original capital of the South Sea company, was 11 750 000/. :- the redeemable-

debts they were to purchafe in, amounted to 16 750 000 l^ and the value of the ir-

redeemable, or what were called the is3/oZa?^ terms-^ was computed at 15 058 oooil

,together 3 1 808 000 /. fterling.

The proprietors of this original capital of 1 1 750 000 /. eonfulted their own ad-

vantage only, in purchafing in this large fum of debts, which were to be converted

into additional ftock ; and therefore founded very high the great advantages of fuch a

transformation of them; lim^ From the profits of the trade, which they were to en-

joy exclufively. And, ^Aa, From the great addition to their wealth, from the con-

ilant rifing in the price of their ftock. They carried their views to nothing lefs thaa

obtaining a majority in the houfeof commons, by the weight of their wealth, and of

becoming the abfolute rulers of the nation.

The public being from the beginning intoxicated with fuch Ideas, fubfcriptions for

ftock were opened at %go per tent, above par; and fome of the proprietors of the-

,31 808 000 /. fubfcribed at fijft their capitals at a proportional difcount ; that is, they

3- niadf
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*would be, t^ reduce intereft in England lower than ever perhaps

it has been feen in any nation. That interefl may be reducedj by
ttiaking money regorge in the hands of the lenders, is, I think,

an uncontroverted principle : that by regorging in France, anno 1720,.

it reduced interefl to 2 per cent, is a fa<a indifputable. I fliall not

pretend to fay pofitively, that the total appropriation of the finking

fund, and an augmentation upon annual grants, to make up the:

void, would in Great Britain work this effect in a few years ; bu^t

I think it is veiy probable that it would : and if the. domellic cre-

ditors, in any ftate, where debts, due top-angers, are fwelled to fuc^i

a -height as to exceed the whole profits made upon trade, fhall by

made over a debt of 100 /. for ^^ \m South Sea flock j and fucceffively, the fub-

feription rofe to looo per €ent. Thefe immenfe prolits being incorporated into the

gains of the general flock, were proportionalfy fhared by the fubfcribers themfelves,

who became proprietors ; and the higher the flock rofe, the rhore thefe gains auo--

mented. This influenced the infatuation ; and the dividends augmenting in propor-

tion to the price of fubfcription, there appeared no end of the rifing of the ftock.

The firft dividend offered, as has been faid, was lo per cent, half-yearly, in flock:

this was afterwards converted into no lefs than 30 per cent, in money, for that half-

year : and when flock rofe to 1000, a dividend of no lefs than 50 per cent, per annum,

in money, was promifed for twelve years to come.

Had flock rifen to -2000 per cent, the dividend could have as eafily been carried to

100 per cent, per annum, asMt had been to 50 per cent, when at 1000.

But whence was this dividend to be paid ? The company and the drredors took

good care never to give to the public any light as to that particular.

To prevent, therefore, fuch abufes in the rifing of the South Sea, it ought to have

been provided by parliament, that in taking in fubfciiptions, and offering dividends, the

directors fliould have informed the public, imo, ,0f the money owing to them by go-

rernment. ido. Of the money gained by the fubfcriptions above par. And pio. Of

the profits upon their trade. And, on the other hand, of the debts due by them ; and

of the nett balance upon their books, in their favour.

This would have been fair dealing. But to pretend the necefflty of fecrecy, in a

point where a nation is inferefted, was in itfelf a mere pretext ; and had it been other-

wife, it might have been anfwered, that a company which is obliged to have recourfe to

fuch fecrets, ought to be prevented from dealing with thofe v/ho were to remain igno-

rant of them, however deeply interefled.

their
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their influence, and from a motive of prefent advantage, obftrjudt

a fchenie of this nature ; the confequence will prove, in the firft

place, to difcourage,: and, then totally to extinguiili commerce, and

in a riuiie time to . OGcafion aninriavoii^abie bankrup/'C-i^j/as' fhall_.be

.farther explaiiied 'in a file.cee'fiiog. chapter.- -I, return- to tlie South

Sea company.
"

:
.' *::"/.

; ; ',::.'.

The propof^'i'''of' the Sdutli- Sea^ company, mentioned above, was

accepted :of,v.afi:d-fafified by a(5t of parliament, 6 Geo. I. chap. 4th.

But the dififter which befel credit, in confequence of the ambitious

views of thofe who were in the adminiftration of that company,

prevented the nation from reaping all the advantages which might

have proceeded from it.

The reign of K. George I. though little diliurbed by foreign wars,

produced not the fmallefl diminution upon the capital of the public

debts ; and thofe which fubfiftedat the' pea/:e,' of Utyecht,'' flood, at

his death, at 50 3,54,^953 /.' "The^fame taxes fubfi,!l%ll|'and every one

almoft was by this time made- perpetual, except indeed the liiid tax

and malt duty, which to this, day continue to'be annual gratnts.

But alas ! this apparent revenue, arifmg from a niultitud^ of

taxes, was,of no ufe towards defraying the {imllQix, ext/'aordinaij

expence of government. Every article- of it was engaged for

debts ; and the operations for reducing the iiiterefl were calculated

only to produce a fund for difcharging thes; capital. The civil liij,

indeed, that is to fay, the expence of civil government,- exclufive

of army, navy, ordnance, and incidental articles, was paid' from

the permanent taxes, and confidered as a charge upon them. But

were not armies and navies then become as regular an expence

upon every flate in Europe as judges and ambafTadors ? Undoubt-

edly they were. Yet after the peace of Utrecht, in laying down

the plan which has cdnflantly been followed ever fince, for defray-

ing the regular expence of Britifli government, thefe two, great

and unavoidable expences were confidered as continge.nt only,/and

provided for by annual grants : and becaufe armies, in- time of

peace, in former reigns, had proved dangerous to liberty from

... .the
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the abufe of power^ they were .ftill confidered in the fame ligiht,

at a time when hberty and trade v/ere continually threatened fr^ip:;.

their arnied enemies and rivals abroad.

When 'the,; continuance of peace, in the reign* of,jGepr^ft tlijsfjirft,-

had- produced the effecT: of reducing intarell, JQaijtng^y^.'cJe'Qafgons, to,

2 percent, the fmking. fund.l>egan to^ gatlle^ft ^jirerigth. The land."

tax, 'from:;the year" 1722',' had not; exceeded .t^YOjQiillings. in the

pound ; ahdrthe ^x/^r^or^iwisrj/ expence of goye.rn?mQnt; according to

the annual grants of the 13 years of. his reign, did not exceed

34800 000 /. or 2 670 000 /. a year.

Public tranquillity was very little difturbed during thefirft twelve

years of the fucceeding reign ; and all the extraordinary expence did

not much exceed three millions per annum : yet that expence, fmall

as it was, compared with what it has been lince, was almoil every

year made out, by taking one million at leait from the linking

fund ; and in the years of the leafc expence, fuch as 1731 and 1732,

the land tax was reduced to one fhilling in the pound, at the ex-

pence of taking two .millions and a half from the fm.king fund.

Thefe fteps of . adminiftration I neither cenfure, or. approve of.

I muil fupppfe' every flateixnan to. have good reafons for doing what
he d6e"sV unlefs I can difcover that his motives are bad. May not

the landed interell, who "compofed the parliament, have inlifted

upon fuch a diminution of their load ? May not the proprietors of

the. 'public '.debts have infilled On their iide, that no money Out

of the fmking fund fnould be thrown into their hands, while

the bank was making loans upon, the land and malt duties at 3 per

cent. ? Might not the people have been averfe to an augmentation of

taxes .^ When three fuch conliderable interells concur in. a fcheme,

Mrhich in its ukiraate, though diilantconfequences, mull end in

th%.notable p^'ejudicc of perpetuating the debts, although oppor-

tunities oifer to dirniniih them,' what can government do ? They
mull fubmit ; and which is worfe, they cannot, v/ell avow their

^fiibns.
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Such combinations muft occur, and frequently too, in every;

ftate loaded with debts, where the body of the people, the land-

lords, and the creditors, find an advantage in ths non-payment of the

--national debt. It is for this reafon that I imagine, tlie bell way
to obviate the bad confequences of fo ftrdng an influence in par-

liament, would be, to appropriate the amount of all fmking fundsr

in fuch a manner, as to put it out of a nation's power to mifapply

them, and by this force them either to retrench their extraordi-

Mary expences, or to impofe taxes for defraying them.

The fecond period of George lid's reign, was from the breaking

©ut of the Spanifli war in 1739, to the peace of Aix-la-Chapelle in

1748. During thefe ten years, (1748 being included) the extra-

ordinary expence was, upon an average, very near feven millions ;

and at the end of the year 1738, the public debts amounted to

4($ 661
'J
6'] I. bearing i 962 053 /. intereft.

The firll expedient for borrowing money during the war, was to

Gtontinue the duty on fait for feven years ; and to mortgage it at

TDnce for i 200 000 /. according ta the old plan. To this was added,

the expedient of lotteries, and loans upon indeterminate annuities,

according to the current value of money.

An additional excife upon fpirituous liquors, brought in where-

withal to compenfate thefe additional fums of interefl ; and

the Eafl: India company, for lending one million at 3 per cent,

upon this occaflon, had their charta' continued from 1766 to 1780^

This operation I alfo confider as an anticipatioaa ; and as it was to

commence at the dillance of 23 years from the time of the grant,

could not fail of being very burdenfome to the nation, however

convenient it might be at that particular time.

"Were, the India company now, it 66, to purchafethe renewal of

tbeir charter for 14 years, what a fum might be expefted from iti!

Yet the value given for the grant they then obtained did not exceed

30 Ooo /; becaufe die other annuities of 3 per cent, were fold at that

time for 97 /, or, in the language of the funds, at 3 /. premium

for every 100/. fubfcribed? and this fo early in the war as 1743.

The
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The practice of borrowing upon premiums had taken place in

Queen Anne's' reign, and has of late years been very common.
The credit of Great Britain is fo firmly eflabliilied, that in what-

ever w^ay government inclines to borrow, the money'd men are

willing to lend, provided the loan be made at the then rate of

intereft.

To avoid therefore the eftablifliment of funds at different rates,

in proportion to the flucfluations of money, the bargain is made
at one determinate intereft. Suppofe, for an example, 3 per cent-

Then, according as it is found to rife above that rate in the mar-

ket, a premium is paid out of the money fubfcribed ; as in this

cafe 3 /. was paid out of the 100 /. fubfcribed ;» that is, the fub-

fcriber retained it, and obtained his 3 /. annuity, for the payment
of 97 /. fo this remained a 3 per cent, loan, inftead of being, as it

really was, at 3 -^^-per cent, and was fold and transferred as every

other 3 per cent, without occalioning any perplexity.

As the war continued, intereft rofe, from the demand for money,

when the fupplies became deficient.

The year following, viz. 1744, this manifefted itfelf, by the con-

ditions offered by government, which were : That, of two millions

to be borrowed at 3 per cent, as before, upon the whole fum,

I 500 000 /. fliould be formed into perpetual annuities, and the re-

maining 500000/. into a lottery, confifting of 50,000 tickets, to be

fold at 10 /. each. The original fubfcribers to this loan fubfcribed

therefore 10 /. for the ticket, and 30 /. for the annuity, in all 40 /.

;

for which they were to receive 3 per cent. But the premium con-

fifted in this ; that every fubfcriber for 10 tickets, that is, 400 /. of

the total fund, had an annuity for life given to him of 4 /. 10 j.

This made five thoufand annuities on lives, of 4 /. 10 j. each, or

22 500 /. a year to be added to the intereft of 3 per cent, on the two

millions, that is, to 60 000 /. a year of perpetual annuities. So that

the whole loan of two millions this year coft government 82 500 /.

of intereft, or ^^per cent.; 22500/. of which was to extinguifli

with the lives of the fubfcribers.

VOL. II. E e e Now,
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Mow, if we fuppofe tbefe life-annuiries worrfi 20 years purchafe *,.

this was the fame thing as if government had given a dedudlion

of 90 /. out of the 4G0 /. fubfcribed ; confequently the remainder,

which was 310/. produced 12/. This makes the rate of interefl.

upon the loan to have been 3.87 per cent. And as government in-

chned that the loan Ihould he made in that way, the lenders were-

willing that it Ihould be fo; and the difference betw^een 3.87 per

tent, (the then rate of money) and 44 interell:, which was paid by^

government, was a linking fund, as it were, for the gradual ex-

tin6lion of the capital of the lottery for 500,000 /. during the lives>

of the annuitants.

In 1746, perpeiual or determinate annuities were conflituted at

4 per cent, and the premium upon the ten lottery tickets was raifed-

to 9 /. life-annuity.

It v;onld be unneceilary to trace the various methods of con-

triving the premiums given in the fucceeding years of this war.

The principle upon which they were regulated was ahvays to pro-

portion them to the rate of intereil at the time ; and the motive

was, I fuppofe, that by this method of borrowing, a part at leafl

of the debt v/ould become extinguifhed wdth the lives of the fub-

fcribers. There might perhaps be another, to wit,, that by fwelling;

the capital, for value not received, there was an appearance of

borrowing at a lower rate of interell than what in reality was the

cafe. Thus in 1747, when 6300000 /.. were borrowed, inftead of

giving not quite 4 -L per cent, for this fum, they gave 4 per cent, upon

6 930 000 /. which capital, although money fhould return to 3 per

cent, was ftill to ftand at its full value ; whereas, had 6 300 000/. been

borrowed at 4 i. per cetit. there v/ould have been a faving of 600 000 /.

upon the capital j and at the peace, the interefl of 4 4 per cejit.

would equally have come down to 3 per cent, with the other funds.

* This may feem a high valuation, and is, in fafi:, far beyond what any of thofe

annuities fold for : but as the interefl of money cannot be eftimated, for a confl:ancy»,

at more than 3 /^r cent, and that probably the bed lives were chofen, the. value to go-

vernment of fuch annuities may well be eflimated at 20 years purchafe. By De Moivre's

tables, annuities for the moft favourable ages, intereft being at 3 per cent, are valued

a? 19.87 years purchafe ; and his valuations are generally allowed not to be too high.

J During
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During this firft war of George the Second, the land-tax was

conftantly at 4 s. in the pound ; and new branches of cufloms, ex-

tife, or other inland duties, were created in proportion to the

fwelling of the nsRional debts, which, on the 31ft of December

4748, amounted to 78 293 313 /. flerhng, bearing 3 005 325 /. intereft
;

and the fmking fund, or furplus of all permanent taxes then im-

pofed, after paying the civil lift, and the intereil upon this capital,

amounted to i 060 948 /. fterling. During this war, the debts were

increafed above what they were at the end of 1738, by 31 631 546 /.

fterling capital, and by i 043 272 /. of intereft or annuities.

The war was no fooner over, and the national expence diminilhed,

than money began to regorge in the hands of the liionied intereft : an

infallible confequence of fuch a violent revolution, when extraneous

circumftances, fuch as occurred after the peace 1 763, do not prevent it.

To profit of this conjunfture, government, early in 1749, pro-

pofed that all the public creditors upon capitals bearing 4 per cent.

intereft, redeemable by parliament, and amounting to upwards of

Sy millions, who fhould accept of 3 per cent, from December ijsj,

fliould have their debts made iri-edeemable until that time ; and in

the interval fliould continue to have ^per cent: till December 1750 5

and 3 4- per cent, from thence, until the total redudtion to 3 per cent^

in December ijsh
.

This bold undertaking had the defired efFe6t. Many obftacles

were thrown in the way ; but the regorging capitals in the hands

of many, made every one fear the reimburfement for himfelf ,;

and the credit of France was then fo low, that very few chofe its

funds as an outlet for their fuperfluous money.

But an outletj unfortunately, was not wanting at the end of the

laft war in 1763, as we fliall fliew in its proper place.

Here then is a notable inftance of the eiFe6ls of regorging mo-

ney. A fmall fum, when compared with a nation's debt, operates

upon the whole capital ; as a fmall balance upon trade affefts the

whole mafs of reciprocal payments.

The reimburfernent of 57 millions offered by government, in

1749, ^^.s, to the convidlion of all the world, an impradicable

fcheme ; but the flockholders feeing a large fum ready to be fub-

E e e 2 fcribed,
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fcribed, at the intereft offered, and feeling the e£fe(5ts which that

regorging money mull, in all events, have produced, willingly,

and wifely perhaps, confented to the offer made them. Had they

refufed, and had the fcheme propofed become abortive thereby,

perhaps the nation might have been fo far animated againfl the

creditors, from the difappointment, as to have confented to be at

the expence of defraying the fervice of the following years, without

encroaching upon the finking fund. What effed this would have

produced upon the rate of intereft, in that conjundture, no man can

tell, nor will the real confequence offuch a meafure ever be known,

until the happy trial be made. That it would have brought interefl

below 3 per cent, in December 1757, is, I think, evident: for as

matters flood, had the creditors of 57 millions been able to hold

out, I mufl do them the juflice to believe, they would not have

confented to the propofal made to them ; and an addition of all

the linking fund thrown among them annually, at a time they

could not difpofe of what they had, upon better terms than thofe

offered them, would undoubtedly then, as at all times, operate a

very great national relief, in bringing down the interefl.

During the tranquillity which continued from the peace of Aix-

la-Chapelle, in 1748, to the commencement of hoftilities in i-]s'S,

the money expended for extraordinary fervices amounted on

an average to above four millions per anninn. The expence of

government was then increafed, by fupporting the colonies, and

by feveral great and uncommon outgoings at home, for purpofes

mentioned in the fupplies of thofe years.

A little before the breaking out of the lafl war, that is to fay, on

the 5th of January 1755, the national funded debt was reduced to

72 289 674 /. upon which was paid an annuity of 2 654500 /. and

the finking fund amounted to i 308814/*. At the end of 1763,

the year of the peace, the funded debt amounted to 1 30 586 789 /. i o j-,

befides above 9 millions not provided for. So that at the end of

lafl war the national debt exceeded 140 millions ; befides the value

of the annuities granted in 1757, 1761, and 1762. Hence it ap-

* To this funded debt mud be added the unfunded debt, which I do not know

cxaftly j and the value of the annuities granted in 1745, and 1746.

pearS;
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pears, that the war occafioned an augmentation of upwards of

!;^^<)^ 116 L upon the funded national debt; befides the difference

between the unfunded debts at the beginning and end of the war;

and alfo the value of thofe annuities -'^'.

Ifhall, before I conclude this chapter, prefentafhort fchemeof the

flate of the nation at that time : but firft let us take a view of the me-
thods ufed to borrow fo large a fum in the fhort period of eight years.

Until 1757, money was borrowed by government, at a little

above 3 per cent, but then a loan of 5 millions being neceflary, go-

vernment confentedto create annuities of /\^per cent, irredeemable^

for 24 years. By this expedient the monied people eluded the

operation of reducing the intereft of this fund, upon the return

'

of peace. How far this expedient was to be preferred to the

former, of increafmg the- capital . beyond the money paid ; or^

whether it would not have been ftill . better to have paid for the

money wanted, according to the current rate of interell in the

market at the time, waiting until a peace might afford a favourable

opportunity of reducing ir,- I fliall not take upon me to determine.

I have obferved how rafli it is for any one. to cenCure afts of ad-

miniftration, when the motives of a itatefman's condudt are un-

known. This, however, I have fometimes ventured to do, in fpeak-

ing of things which happened many years ago; but we ought to

be more cautious as we come nearer to our own times, becaufe

not having, as in this cafe, a coiu'fe of experience to point out the

errors, we mufl entirely rely upon our own fligacity, and rcafou'

only from analogy.

During the laft war, as in that preceedingit, taxes Vv-ere increafed

in proportion to the intereft of the money borrowed ; and new im-

poiitions were now laid on the articles of great confumption, which

produced abundantly. The new malt-duty of 3 d. per bufhel,' and

the nev/ beer-duty of 3 s. per barrel, bring in net into the exchequer

near S20 000 1, per anmnn, and difcharge the intereft of above 27

millions fterling, at 3 per cent. Such a fum railed at the end of a

* The annuities of 1757, are eRimated, by the author of the Confideratiops on

Trade and the Finances, at 472 500/. or at 14 years purchafe ; and the annuities of

1761, 1762, at 6 826 875/. or at 27 ' years purchafe. But this valuation feenis too

l.w, for the reafons given in the note, p. 394.

5 'war
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war fo very expenfive, and at the very time when the credit of

France was totally fallen, mull have operated in the ftrongeil man-

ner, and did in fa6t operate more, perhaps, than any other confi-

deration to put an end to that war, the mofc glorious that Europe

has beheld fmce the beginning of this century, or perhaps in any

age whatever : advantageous to Great Britain, notwithftanding all

the expence, providing that the confequences happen to correfpond

to what may be reafonably expected,

I fliali now fet before my reader a fhort flate of the taxes, debts, and

public funds of Great Britain, at this bright period of her hiftory.

From the beft authority I have been able to procure, the revenue

of the ftate, confidered under the three general branches of cuftoms,

excife, and other inland duties, which comprehend the whole per-

manent income of this kingdom, was then as follows

:

Cuftoms net into the exchequer, about - - £ 2 000 000

Excife in all its permanent branches net, about 4 600 000

Other inland duties net . _ - . „ i 000 000

Land tax at 4 s. in the pound - - - - 2 000 000

Annual malt tax net ------ 6
1
3 000

In all - 10213O00

Let us next ftate the annual charges and appropriations

fettled upon this fund.

Firft then the civil lift, to the amount of £ 800 000

2do, The intereft of about 131 millions of

funded debts at different rates of intereft, about 4 500 000

2,tio, The intereft of nine millions not then

provided for, fuppofed to be at 4 per cent. - 360 000

In all of regular and permanent annual charge

So there remains free, about _ . _ -

From which if we dedud the annual grants of land

and malt-taxes, which extend together, as above, to

There will remain as the produce of the fmking fund *

5 61^0 000

4 553 000

2 612 000

I 940 000

In

* I find that the finking fund is now eftimated at 2100O00/. by the author of

the Confiderations on Trade, &c. above cited. I am alfo informed that the net pro-

duce of the cuftoms exceeds 2 000 000 /. confiderably : but 4 600 000 /. is rather the

grofs
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In that ilate, nearly, flood the affairs of Grea^t Britain after tlie

concludon of the peace in 176^.

It now only remains to offer fome conjecliu'es why, after this

period, money was not fomid to regorge, as after the peace of Aix-

la-Ghapelle, fo as to furniih an opportunity of reducing the rate of

interefl upon all redeemable debts, and by that of raifing the amount
of the finking fund, and more firmly eflablifliing the national, credit.

After the fall of the credit of France towards the end of i -js^, Great

Britain had the command of all the money to be lent in Europej

and accordingly amazing fums were borrowed in 1760, 1761, and

1762. Of tlie fums borrowed, a great part, no doubt, was the pro-

perty of ftrangers ; but they, not being fo well acquainted with tlie

affairs of this nation as the Englifh themfelves, inflead of fubfcrib-

ing to the loans, lent the money to our own country people, who,

in hopes of a great rife upon the return of peace, filled the fub~

fcriptions with borrowed money.

The confequence was, that no fooner did the funds begin to rife

after the peace, than every creditor demanded his money of thofe

who had invefted it in the public funds. This obliged tlie latter to

bring their flock to market, and this again had naturally the effecfl

of keeping the funds very low. Some, more prudent than the refl,

had borrowed upon a long term of repayment ; which had the effeft

of putting off flill longer the fettlement of the funds in the hands

of the real proprietors, and of taking them out of thofe who only

held them nominally.

Befides this accidental caufe of the low price of the funds, other

eircumflances, no doubt, greatly contributed to produce the fame

effea.

However great the balance of trade, that is, of exportations above

importations, may have been, of late in favour of England, flill tlie

grofs than the net produce of the permanent duties of excife ; that is, of all the excife

duties, excepting the annual malt-duty. It mufl: alfo be obferved, that the annuities

payable to the national creditors, amounted, the 5th January 1764, to friore thajv

4720000/. But on the other hand, the interett of the unfunded 9 millions is rated

too high, as appears from the author above quoted. I cannot pretend to give exaft

details. The general fketch here ftated is fuflicient for my purpoft.

mighty
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mighty Aims drawn out by Uraiigers have certainly, upon the

whole, prevented much money from coming home on the general

or grand balance of payments. While that remains the cafe, it is

impoflible money fliould regorge at home in the hands of the na-

tives, and until this happens, there is no hope of feeing the 3 ptr

cents, above par. But then the rife, fmall as it is, fmce the peace,

may encourage us to hope that that time is not far off: for had

the profits of our trade been quite unable to balance the lofs

upon our foreign debts, the funds would undoubtedly flill continue

to fall, which is demonllrably not the cafe from the circumftances

of the loan in April 1766, obtained by government, with the affif-

tance of a lottery indeed, at 3 per cent. *

Here

* The loan of 1766, was 1500000/. zt ^ per cent. Every fubfcriber for 100/.

had an annuity of 3 per cent, on 60 /. and 4 lottery tickets, valued to them by govern-

ment at 10/. each, in all 100/. The prizes and blanks in the lottery amount to

^00000/. and bear 3 fer cent, paid by government. The annuities amount to

-floo 000/. and bear alfo 3 per cent. The number of tickets are 6oj3oo. Hence, at

.10/. each, they amount to 6co 000/.

The advantage government reaps by this way of borrowing, is, that the defire of

gaming, raifes the lottery tickets above their value, when thrown into the hands of the

public ; and this advanced value being a profit to thofe who receive them in part of

their fubfcription, that profit they fhare with government. Example. In April 1765,

when government borrowed i 500 000 /. at 3 per cent, the ^ per cents, were only at

89: confequently, the difference between 89 and 100, which is 11/. mult have been

fiippofed to be the fum which the fubfcribers, from the propenfity of people to game,

had a reafonable, or rather a certain expectation of gaining upon the fale of 4 lottery

tickets, that is, 2 I. 15 s. upon every one.

To know therefore the real par of a lottery ticket, you mud proceed thus : it coffs

the fubfcribers 10/. for which they receive from government 3 per cent.. This 10/. as

.3 per cents, flood at 89, is worth at that rate no more than 8 /. 185. add to this fum

what the public muft pay for the liberty to play, which we have ftated above at 2 /. 15 j.

and you have the exafl par of a lottery ticket at 1 1 /. J 3 j.

WJiatever they fell at above 11/. 13 j. is profit to the fubfcribers, whatever they fell

feelow 11/. 1 3 J. is a lofs to them.

This profit, though fmall in appearance, is greatly increafed from another circum-

ftance, viz.

That
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Here then was an outlet provided for more money than all thar

could regorge at home, viz. the payment of thofe foreign creditors,

to whom the ftock-holders were indebted. Befides this, the fale by

government, of fuch tracers of land in the new acquired iflands in

the Weft Indies, provided another ; money was even placed in the

funds of France foon after the peace, until the adventurers were
checked by the operations of the King's council, in reducing both

capitals and intereft upon them, contrary to the original ftipulations

with the creditors. A lucky circumftance for Great Britain, as it

forces, in a manner, all the money of the continent into the Eng-

lifh funds, which equally remain a debt upon the nation, whether

high or low in the market.

That the fubfcribers may fell the'r fubfcriptions at a time when they have really ad-

vanced but a fmall part of it. The firft payment is commonly of 15 per cent, on their

fubfcription : when they fell, they make this profit upon the whole capital. Suppofe

then 15 per cent, paid in : if the profit upon felling be no more than i per cent, upon

the capital, that « per cent, turns out no lefs than 6^ per cent, upon the money they

have advanced. Thus a perfon' who is pofleflTed of 1500/. only, may fubfcribe for

10 000/ in this loan : he pays in his i5vjO '. and receives his fubfcription ; when he

fells he iells 10 000/. fubfcription, upon which ht q^&\n% i per cent . : 1 per cent, of

10 000 /. is IOC /. fo (in one month fuppofe) he gains by this means 100 /. for the ufe

of 1 500 / But as a counterbalance for this profit, he runs the rifle of the failing of^he

fublcription, v/hich involves him in a proportional lofs if he fells out ; or in the incon-

venience of advancing more money than he had to employ in that way, in cafe hefhould

prefer keeping his fubfcription for a longer time, in hopes of a rife in the public funds.

By this mode of borrowing, government profits by the difpofition of the people to game.

But this propenfity has its l*aunds, and at prefent it is found by experience not to exceed

60000 lottery tickets, or 600000/. Were, therefore, a fubfcription of 3 millions

taken in upon the fame plan with the prefent of i 500 000 /. the regorging number of

tickets would fo glut the market, that the whole- would fall below the par of their fup*

pofcd value.

VOL. II. F f f
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C H A P. VJ.

State of the public Credit in France^ their DehtSy Fundsy and

opriations, at the Peace !•] 6 2,.

ERE it as eafy to get information of the political Hate of

France as of Britain, one might attempt to give fuch a Iketch

of their affairs as we have now done of the other ; but when we

confider the lame accounts given by French authors who have

made refearches of that kind their particular ftudy, it would be in-

confiderate in a ftranger ever to undertake a talk fo difficult.

In France, the finances are confidered as a political arcanum, of

great confequence to the itate to conceal from vulgar eyes. It is

not long ago, fince the farmers of the greatelt part of the revenue

ufed regularly to burn their books at the end of the year, to pre-

vent the King's fervants from knowing the ftate of the moll eiTen-

lial part of his affairs. Cardinal de Fleuri aboliflied this cuftom,

and obliged them to lay every thing open to his eyes.

I fliall now endeavour to communicate, in as fhort and diflindl a

manner as I can, an idea of the prefent ftate of the French revenue j

of the taxes from which it proceeds ; of the manner they are admi-

niflred ; of the purpofes to which they are appropriated j and of the

ilate of the King's debts at the end of the laft war.

From this view we Hiall form a general notion of their public

expences_; of their public debts ; and of what is moil material, of

the refources of that kingdom in time to come.

For this purpofe, I fliall divide the whole revenue of France, that

is, all that is raifed on the people, to whatever purpofe it may be.

applied, into five branches ;. and after having firfl explained the

nature of each, I fliall give a general detail of them in their order.

The firfl branch is what is called the King's ordinary revenue.

This is compoied of about twelve articles of permanent taxes, fup-

pofed
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pofed to be fiifficient for defraying the whole expence of govern-

ment, civii aud military, in time of peace.

The fecond is compofed of all the extraordinary impofitions which
were laid upon the people, in conf£quence of debts contraded in

the former war, ended in 1 748.

The third, what was impofed during the lafl war, for the fer-

vice of the ftate, and for paying off the debts then contra<5led.

The debts of France, contracted in periods anterior to thofe two

wars, are charged on the ordinary revenue, as we fliall prefently fee.

The fourth branch conlifls of two articles. The firft comprehends

certain perpetual taxes appropriated for certain ftate expences, not

charged upon the ordinary revenue. The fecond, what is com-

puted to be the expence of levying all the taxes, and alfo the profi^

of the farmers : or in other words, what the people pay more than

the public receives from the hands of the tax-gatherers.

The fifth and laft branch, comprehends the taxes paid to the

court of Rome, to the clergy, and to the poor ; vv^ith other duties

belonging to private perfons. Under one or other of thefe five

branches, may be very properly arranged all the taxes paid by the

French nation.

Firft general branch.

The King's ordinary revenue, with the charges upon it for the

year 1761.

Articles of revenue.

1. Domain (the King's landed eftate)

2. Taille (the land-tax)

3. Double capitation (the poll-tax)

4. Ditto upon fuch as have civil

employments, penfions, &c.

5. 2 s. in the pound on all civil

employments.

Fr. money.
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Fr. money. Sterling ditto.

livres. 1. s. d.

129300000 S7^^^^^ 13 34

2400000 106666 13 4

Brought over

6. The mint, or coinage

7. Decimes and capitation of the

clergy - - -

8. Free gifts from the flates of

Burgundy, Provence, Langue-

doc, and Brittany

9. Paulette, or annual tax upon

hereditary of&ces

I o. Tax on the Lutheran clergy of

Alface _ - -

11. Regale, or the fovereign's

right on ecclefiaflical benefices

12. General farms

Total of the ordinary revenue

Of this total the

general farms livres. L s. d.

amount to 112 500000 5000000 — —
Andtheother

branches to 158 300000 7035555 11 i^

The farms were increafed.flwwa 1762

by - - - -

Total ordinary revenue at the
p

end of the war - - S

Articles of Expence.

Houfhold of the King and royal

family _ _ - _

Ditto, their perfonal expence

124000Q0

10 000 000

600

'

200 000

I 400 coo

1 12 500 000

551 III 2 2i.

444444 8 104

8 888 17 91.

62222 4 si;

S 000 000

270800000 12 035 ^j-j II *ii.

II 500 eoo 51111 1 2 24:

282300000 12^4-6 666 13 4

9400 000

4 6co coo

417777 15 6i-

204444 S 1°^'

Carryover 14000000. 622222 4 5

* Thefe reduftions ofFrench money to fterling, are computed at the rate of 22 i- livres

to the pound fterling. Hence 270 800 000 livres rnake 12 0^5 555 L 11 s. and i 4 d:

fieriing, or nearly i^d., as ftated, though the amount of thepartial Turns differs by i d..
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Brought over

King's flables and ftud

Hunting equipages

Alms - _ . -

Pay of the palace guards, (garden

de la forte) Sec. _ - -

King's buildings - ^ -

Total expence of the court

Pay of all the houfhold troops

Pay of all the other troops of

France _ - -

Fortifications - - -

Artillery for land fervice

Military gratifications, over and

above the pay

Pay of general officers command-

ing in provinces and fortrelTes

Pay, 8cc. of the marechaufsee

Expence of prifoners of Hate

Ordinary expence of the navy

Total regular military expence }

by land and fea - - j

Fr. money,

livres.

1,4 000 000

2 500 000

I 600 000

600 OCO

3 300000

6 600 000

4°5'

Sterling ditto.

L s. d.

622 222 4 5

I 1 I 1 1 I 2 2i.

71 III 2 21.

26666 13 4

1/^6 666 13 4
^93 333 6 8

28600000 I 271 III 2

8 000 000

48 000 000

6 000000

6600000

1 0000 000

2 000 coo

2 200000

I 200 000

25 000 000

109000 000

355 555 II i~

2133333 6 8

266666 13 4
293333 ^ s

444444 8 10^

88 888 17 9-

97 777 15 61

53 333 6 8

I I I I I I I 2 2-f-

444 8 10

Royal penfions - - - 90000C0 400000

The appointments of the King's

miniflers > . ^ 310000 13 777 15 ^l

Carryover 9310000 413777 15 6>^
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Fr. money. Sterling ditto,

livres. 1. s. d.

Brought over - 9310000 413777 15 61.

Ditto of the firfl: prefidents of all the

parliaments in France, expence

of criminal profecutions, and

many other articles of that fort

Appointments of the venal em-

ployments, of the robe, trea-

furers, receivers, comptrollers,

8cc. - - - -

Bridges, highways, dykes, Sec.

For the royal academies

To the King's library

Extraordinary and cafual expence

upon the two lafl articles

For lighting and cleaning the city

of Paris -

Appointments of the fecretary of

the cabinet council, for couriers,

and other expence

Ditto of minifters at foreign courts

22000000 977 777 li' <^^

10 000 000 444444 8 loi-

40000C0 ^77 777 15 64,

1400000 62222 4 5I.

1800000 80000 — —

400000 17777 15 ^l-

840000 37 333 ^ 8

I 400 000

I 800000

62222 4 5^

80 000 — —

Total fum of this branch

Interell at 2I. per cent, upon

990 000 000 livres, or 44 000 000 1.

fieri, of the late King's debts, con-

ilituted after thebankruptcy 1720

Interell at 2.1, upon 94 millions due

to the company of the Indies,

\ipon their old accompts 1720

Carry over

52950000 2353333 6 8

^4 750000

350

I 1 00 000 — .

—

J 04 444

27 100 000 I 204444
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Fr. money. Sterling ditto,

livres. 1. s, d.

Brought over - 27100000 1204444 8 loJ,

Farther allowed to the company;

for paying their dividends - 2400000 106666 13 4
Annuities on lives conllituted

during the lafl war - - 16 000 000 711 1 1

1

<7 o '

Total interefl of debts - "45 5°° 00° ^ 022 222 4 ^

This article of 16 millions of annuities on lives is the only

charge call upon the King's ordinary revenue, in confequence of

the lafu war.

Fr. money. Sterling ditto.

Recapitulation of the expences. livres. 1. s. d.

Expence of the court - - 28600000 1271111 2 21

Fixed military ditto, by fea and

land - . _ . 109000000 4844444 8 10^

Juflice, peniions, &c. - - 52950000 2353333 ^ 8

Interefl: of debts _ _ - 45500000 2022222 4 5.1

Total expence _ _ _ 236050000 10491111 2 2^

Total ordinary revenue at the end

of the war - - _ _ 282300000 12546666 13 4

The firfl; dedu(5led from the lat-
150000 2.o^sSSS " I-:

ter, Pvcmains free \
4^^^

Befides the articles of expence here ftated, there are many others,,

to which no limit can be fet. The comptant, or the King's private

orders for fecret fervice, and uiany different expences, form a

great article. SubUdies aifo to foreign courts : in fliort, much
more, in all human probability, is fpent, than all the produce of

this permanent revenue can anfwer. So that from this no relief

1 from.
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from debts can be expedled, except fo far as it may be, augmented

by the falling in of the annuities on lives. But public debts are

to be paid only by funds appropriated for that purpofe : and were

this revenue to be relieved of the whole 45 millions of intereft

charged upon it, I have little doubt but the King's expence would

augment in proportion.

I fhall delay making any obfervation upon the nature of the im-

politions which produce this revenue, until we come to the fubjecT:

of taxes, to which it naturally belongs.

Befides this ordinary revenue of the Kings of France, which (if

we except 26 600 000 livres, or i 182 222 /. 4 j. si^- upon the capita-

tion, added on account of the war only for a time) may be conii-

dered as their civil lift ; there are other branches of revenue, which

are to be looked on as extraordinary fupplies, impofed for raifing

money in time of war, and for paying off the debts contracted,

upon the return of peace. Of this nature are dixiemes and ving-

tiemes ; taxes very contrary to the fpirit of the French nation, and

to which they never have fubmitted without the greateft reludance,

and only on very urgent occafions.

The credit of France fell very low towards the end of tlxe former

war, which began in 1744, and ended in J748. The parliament re-

giftred with great unwillingnefs every edi6l impofmg new burthens.

The dixieme was a great augmentation of revenue, for the time it

lafted ; but being an impofition which the Kings of France never

have been able to make perpetual, it could not be pledged for fuch

large fums as are required in time of war, and which no nation,

however wealthy, can furnifli annually, as they are demanded.

To fupply, therefore, the want of a fund to be mortgaged, and

confequently the want of public credit, the King's banker M. de

Monmartel, with other men in bufinefs, joined their credit, and

fupplied the King's extraordinary occafions. They opened a fort of

bank a-nno 1745, v/here they received money at i- per cent, per month,

the principal payable on demand. This fund gained credit 5 pay-

ments being regularly made as foon as demanded.

8 Upon
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Upon fettling accounts after the peace, anno 1748, the King was

found indebted to this bank for a vafl: fum of money. In order to

pay it, lotteries were fet on foot. The tickets were given to the

bankers, and they by the fale of them withdrew their own paper,

wdiich was circulating with very good credit on the exchange of

Paris. In order to furnilh a fund for this lottery, the King had

intereft with the parliament to get a twentieth penny eftablifhed, or

one fhilling in the pound, upon all the revenues of private people in

France, except the clergy, and fome hofpitals. The fame was

charged upon the induftry of all corporations of trades and mer-

chants ; and to thefe was added a capitation upon the Jews.

This was thrown into what they call the caijfs d'amortiJ[eme7it, or

finking fund ; and appropriated for paying off the lotteries, and

fome of the antient debts which were to be drav/n, for this purpofe,

by lot ; and for other extraordinary expences incurred in confe-

quence of the war. This tax was to fublifl, I believe, till 1767. It

was tliis caiffh d'aniortijfement which was fliut up in i7i'9, by which
ftep a mortal blow was given to French credit.

Befides this firft twentieth penny, there were five other taxes im-

pofed, and appropriated during a determinate number of years,

not exceeding 15 in fome, 12 in others, for paying oiF the debts

contra6ted in the war ended 1 748, and for fome extraordinary ex-

pences of government.

Thefe fliall be fpecified in the following general view of this

branch of the French revenue.

VOL. IL . G «: jv Second



410 AN INQUIRY INTO THE PRINCIPLES Book IV. P. 4.

Extraordinary taxes cftablilhed after the peace of Aix-la-Chapelle,

with their appropriations.

The firft twentieth penny on all

income - - - _

Ditto upon tradefmen and mer-

chants incorporated

Pitto upon the Jews

I

Total of the twentieth penny,

which formed a fmking fund

Ihut up in 1759

The farm of the pofls and relais

of France _ _ ,

Two fliillings in the pound of the

capitation added to it

The farm of flamp-duties on lea-

ther, and duties on tanners

bark -

The farm of duties upon gun-

powder and faltpetre

Two fliillings in the pound of the

twentieth penny added

Total of this fecond branch of

French taxes
'.]

Fr. money. Sterling ditto,

livres. 1. s. d.

238000,00 i05'7 777 ij- 64

6500000
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livres, of old Annuities, charg-

ed above on the King's ordi-

nary revenue, and bearing an

intereft of 2i,per cent, the yearly

fum of - - -

2. To the India Company, in dif-

charge of a debt due to them

:

for 12 years - . -

3. For paying the prizes of the

bankers lotteries every year

as they are drawn : for 12 years

4. Towards making good defi-

ciencies upon the funde appro-

priated for the war, yearly,

till paid . - -

5. Ditto upon the funds appro-

priated to the new Ecole miUtaire

6. For payment of perpetual an-

nuities created during laft war

7. For making good deficiencies

upon the artillery and maga-

zines, during the war 1762:

for 1 2 years, the annual fum
of -

8. Ditto upon the article of fo-

reign affairs - -
z

Total appropriation

Fr. money,

livres.

5 000000

2 000 000

3 800 000

18 700000

I 200000

14500 000

I 800 OGO

8 690000

£^ 690 000

Sterling ditto,

1. s. d.

4 Si

88 888 17 9^

168888 17 9^,

831 III 2 2I

53 333 ^ 8

644444 8 104'

80 000

386 222 4 5|

2475 III 2 24

This branch of revenue appears, by this flate, to be totally ap-

propriated to certain purpofes.

G g g 2 Were
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Were appropriations adhered to in France, and could one be

certain that debts are acHiually difcharged, at the period appointed,

in confequence of the appropriation for that purpofe, we might

form a better judgment of the actual amount of the debts of

France, than in fad; any man can do who is not in the admini-

ftration.

Of this fecond branch of taxes I confider the twentieth penny,

the two fiiilhngs in the pound augmentation upon it, and a like

augmentation upon the double capitation ; amounting in all to

above 40 millions a year, as a refource which France may have at

all times, in cafes of neceflity ; although I do not fuppofe it will

be pollible to eilablifli them as a fixed revenue. They will pro-

bably, however, as matters itand, be continued, either in whole

or in part, until the great load of debts, recently contracted, fliall

be confiderably diminifhed.

• As for the remaining fum, ariling from the pofts, leather, and

faltpetre, thefe I confider as perpetual ; becaufe by their nature

they are not burdenfome to the people.

We are not to underftand that the annual fum of five millions

of livres, appropriated for paying off the capital of 990 millions of

the old annuities, bearing 2 1, per cent. Hated in art. ift, was in-

tended to be applied to thefe capitals, at the rate they Hand. In

France it i5 fuppofed that he who gets 20 years purchafe of the

intereft of his debt, is always fairly paid off; and people there are

fo fond of reimbnrfements, even at this rate of making them, that

when, about the year 175*5, a like fcheme of paying off thofe old

annuities was fuggefied, it was upon condition that every one

having, for inftance, an annuity of 100 livres, Ihould, in order to

be intitled to this reimburfement, pay to the King 20 years pur-

chafe of it, or 2000 livres ready money ; and that being complied

with, his Gontrac5l was to be put into the lottery wheel, with all

the reft fubfcribed for, and if it happened to be drawn, he was to

receive 4000 livres ; to wit, the 2000 he had paid down, and the

other 2000 as the value of a capital of 4000 livres, at 2 ^ per cent.

This
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This every body muft allow procures a wonderful facility in

paying oiF debts. If the Englifh creditors could be engaged to

enter into the fpirit of fuch reimburfements, government, I am
perfuaded, would not apply fo clofely as they do, to reduce the

intereft upon them j whereby a great diftrefs comes upon poor

widows and orphans, who have their all veiled in the funds.

This inconvenience is avoided in France : the poor are cherifhed

by the comfort of high intereft ; the ftate is fet free ; and the

creditors rejoice in getting back their money, in any fhape what-

ever.

The war of 1^56 breaking out, obliged the King to think of

every expedient to increafe his income. Had he fet out by bar-

rowing upon annuities for lives, at 10 per cent, and by mortgaging

his ordinary revenue for the payment of them, his credit would

have been more folid, and the plan of running in debt more
fyftematical : but in the end, it would have involved him in the

terrible dilemma of either making a bankruptcy, in order to re-

inftate himfelf in the polTeffion of his ordinary revenue, or of

making him depend more than he inclined upon his parliament j

whofe authority is abfolutely necelTary for laying a perpetual

and regular impofition, which alone can form a folid bafis of na-

tional credit.

He was therefore refolved, in one way or other, to increafe the

impolitions on the people in the time of war, in order to avoid the

confequences he forefaw from the lofs of his fixed revenue.

The King's minifters at this time could not convince the parlia-

ment of Paris, that in order to borrow money upon the beft terms,

it was necelTary to have a fure fund for paying the intereft of it.

It had been ufual to borrow money, on preffing occaiions, from

the farmers of the revenue, bankers, and financiers, as they, are

called, at 7 and even 10 per cent. They underftanding the chain of

the affairs of France, ufed to obtain credit both abroad and at

home, from people who would not lend diredly to the King ; al-

though they knew at the time of the loan that the money was

borrowed
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borrowed for his ufe. The reafon was, that the King was under

an abfoUite neceffity to keep faith with this fet of men, upon

whom the credit of France has depended for many ages : and as

the profits they ufed to make were very great, minifters knew, by

a fort of inftind, when they had gained enough ; and in clearing

their accounts in the ufual way, a fufficiency was left to them, to

repay what they had borrowed from others.

Perhaps the parliament thought, and perhaps with reafon, that

in the main it was cheaper to borrow in this way, at 10 per cent.

than in the Englifh way, at 3 per cent, becaufe of the great facility

in paying off the debts which attended it ; but this is only a con-

je(5ture. That there was however a contrail of fentiments be-

tween the parliament, and the minifterof the finances at that time,

who had contraded Englifh ideas of credit, is moft undoubted ;

and it was this contrail which brought on the bankruptcy in 1759,

when the finking fund was ihut up againil the creditors by an a6t

of power. To judge of the fentiments of both parties with can-

dour, let us then examine the plan of borrowing propofed by the

one, and by the other.

The minifter, M. de Silhouette, propofed to the King, to levy, as

a folid fund of credit to borrow upon, a general fubvention, as it

was called, over all France ; or in other words, to make the re-

partition of a large annual payment, over all the cities, towns,

villages, and fuburbs in France.

This was to be divided according to the fuppofed wealth and

quantity of circulation every where. Every diflrid was ordered

to report to the King's council their opinion concerning the parti-

cular mode of raifing their proportional part of it, in the bell way

relative to their fituation. This report the council was to examine,

and to approve or amend the propofal given in, according to in-

formation.

This was perhaps the bell plan of taxation, if properly executed,

that ever has been thought of, for a nation already under a regular-

admi-
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adminiflration of government, and accuftomed to pay confiderable

impofitions.

It removes the inconvenience attending all general taxes, wliicli

never fail to affed unequally different places and diftridls. It ad-

mits of a prudent mixture of excifes, with taxes upon pofTeffions,

according to the internal circumflances of every place. It con-

fines them to towns, where alone all excifes at leaft can be levied

with propriety. It lightens the oppreffion of tax-gatherers ; becaufe

the corporation may employ whom they will for that purpofe. In

a word, it is a tax adminiftred with all the advantages of a farm.

This tax, the general fubvention, after it had been impofed by

, edid;, regillred in a Eed of juilice September 1759, fell to the

ground, from ihe nature of the French conftitution ; becaufe it

could not be levied without a fyfteraatic adminiflration, fupported

by the authority 0/ lue courts of law, to which the parliament,

would not give their concurrence, for a very plain reafon.

The general fubvention being very extenfive, and calculated for

a fund of credit to borrow upon, was, by its nature, of a fpecies

proper to become a perpetual tax, as all excifes are. The parlia-

ment of Paris feemed to think it agreeable to the conllitutionj,

which they are fv/orn to maintain, to preferve at all times in their

hands a certain power over the King's purfe, in order to prevent an

extravagant miniiler from impoverifhing the King and the king-

dom at once, or running them into the inextricable confulion of

an infallible bankruptcy..

This circumfpecT:ion of the parliament was reprefented in ano-

ther light at court ; and odious parallels were drawn between what

had happened in England about the middle of the lafl century, and;

what foon might be expecSted in France.

Upon fuch topics every one judges as he is afTedted. The mi-
nifler was railed at by tlic parliament-party, in the mofl virulent-

manner. Who was in tlie right, and who was in the wrong, upon
the general queftion, of the propriety of raifing fo large an impo-
iition, to fer\^e as a fund -of credit, under a. government like that

I' of
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of France, I fliall not here examine. But that ei' i^M "ifn -i fliould

be provided, in one way or other, proportional ual o'efi-

ciency of the annual fupplies, and to what ecu; oe r? fed

within the year, for the ufes of the war, was, 1 thir; . en<- : ely

agreeable to principles.

This the minifter had propofed in the fubvention, tliough per-

haps the plan was too great ; and the parliament, when they re-

je6ted the propofal, fenfible that the exigencies of the Hate de-

manded a fupply of money, propofed in their turn, as an equiva-

lent for the general fubvention, to coin for 600 millions of notes,

which were to have the fandlion of parliament for their fund of

payment ; but no provifion was made for the ready circulation of

them in the interim.

Here then is an example where the fentiments of the French na-

tion were divided upon the principles of public credit. And this

affords a good opportunity of reconciling them, and of confirming

the do(5lrine we have been endeavouring to eftablifh.

The minifter felt the difadvantage of the King's borrowing upon

a lame fecurity ; he therefore propofed a folid and permanent fund

of credit for performing the obligations to be contracted with the

creditors.

The parliament, on the other hand, examined the fituation of the

people, who, they thought, were no longer in a capacity to pay

the taxes already impofed ; and therefore concluded, that it was

unnecefTary to eftablifh any new one. They therefore propofed to

augment circulation, by providing a means whereby alienations

might be carried on, and by that they expeded to render the taxes

already impofed more produdtive.

Both parties were in the right, as commonly is the cafe in fuch

difputes ; but they did not perceive how their opinions could be

reconciled.

Had circulation been facilitated by the eftablifliment of a bank

upon true principles, perhaps the taxes already impofed, might

have produced a fufUcient fund for carrying on the war, without

the expedient of the general fubvention.

3 But
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But the manner propofed by the parliament to increafe ch-culation,

"by paying- with paper money, and not providing a fund for realiz-

ing it when it came to ilagnate, was an expedient entirely delufive.

The paper would foon have fallen to a great difcount : the remem-
brance of the Miffifippi would probably have been revived, whicli

would have occafioned the locking up of the coin -, and the kingdom
might have been involved in the greateft dillrefs and bankruptcy.

The minifler Ihould therefore have concurred with the parlia-

ment in a fcheme for eftablifhing a bank : the King might fafely

have entrufted the adminillration of it to parliament, and even have

fupplied coin from the royal treafury for circulating the paper.

But the miniller, I fuppofe, took it for granted, that taxes would hz

paid, providing they were impofed ; and the parliament, that the

paper inoidd circulate, providing it was iffued.

The reafonings I have afcribed to each party in this difpute, are not

founded upon information : they are only natural conjectures

which I form from the oppofition of fentiments between men who
were all, I fuppofe, well acquainted with the lituation of France,

and who refpe6tively took part according to the combinations which

occurred to them.

The remonftrances of the parliament at that time were filled with

an enumeration of diftrefTes, all of which are the necefTary efFedls of

a fcanty circulation, hi the King's edicTis there is fcrong reafoning

upon the principles of public credit. The candovir I feel in my
breall, while I examine the merits of this important difpute, will

I hope ferve as an apology for all miftakes in point of exael infor-

mation.

The refult upon the whole was what might have been ex-

pected. The fubvcntion was dropt, and the propofal of the paper

was rejected by the King.

The middle term adopted by the parties, fliewcd however, I think,

that in the main the rainiftcr had been in the right ; becaufe the

taxes were increafed and paid: had the paper been iffued, tlie ftic-

ccfs, lam perfuaded, would not have been favourable in proportion.

VOL. II. H h h But
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But indead of a permanent fubvention, a tax of the moft odious

nature was eftablifhed, which, from this very circumftance, there

was little danger of feeing long continued.

In the preceeding year, a fecond twentieth penny upon pofTefQons

had been impofed, to which had been added 2 fliillings in the pound

of the tax itfelf ; a new poll-tax upon certain claffes of the people

in proportion to the number of their fervants ; an additional duty

upon the fcamps npon filver and gold plate ; higher duties on fo-

reign manufadlures imported ; and zo pe-r cent, on all former duties

on confumption. The fecond twentieth was to continue until two

years after the peace ; the other duties for eight years longer.

Notwithftanding this heavy load already laid upon property,,

the parliament, rather than confent to the fubvention, agreed to-

impofe a third twentieth penny upon poffeffions ; and to render-

this tax more productive, additional poll-taxes upon place-men, &c..

were comprehended in that edidt. Thus ended the difpute: the

minifter was difmilled, and tlie edid for the general fubvention was

withdrawn.

Befides the fecond and third twentieth penny, feveral augmen-

tations of revenue were obtained during the laft war, which I fhalli.

prefently mention, xxio of which, for their peculiarity, I fhall brieflyr

explain.

The clergy of France, flrongly prefTed by the King, fupported by-

Ms parliaments, to give in a declaration of their income, in order

to be taxed at fo many ihillings in the pound, like other fubjecftSj,

after many evafions, at laft fucceeded in difappointing the fcheme..

They offered an extraordinary free gift equivalent to the two twen-

tieths, to be paid annually until 1765, and this was accepted.

The ordinary free gift of the clergy is at the rate of a million and;

a lialf of iivres a year ; this they doubled and paid at the rate of

three millions a year, which we may confider as two Ihillings in^

the pound of all the clergy pofTefs in France, which makes their,

revenue to be about thirty miUions a year, and I believe it does not

far exceed it.

The
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The other branch of revenue is fomething analogous to a circum-

ftance in the hiflory of EngUfli taxes: it was called an extraordi-

nary free gift to be paid by every corporation in France. Charles I.

had a very exa6l valuation put upon all England, when he propofed

to levy Ihip-money. This was found fo correal that it ferved for a

bafis to regulate the diftribution of the fumof 1 00 000 /. a year paid

to Charles II. for his courts of wards and liveries *.

In like manner the King of France had a very accurate eftimate

made of all France, when he formed his edicSt for a general fub-

vention, which had pretty much the fate of the fhip-money. And
though the parliament refufed their confent to the great fubvention,

they agreed to eftablifh the epitome of it in Augufl 1759: which
fee in the note f

.

* Davenant's Ways and Means, Article of Monthly AfTeffments.

t This free gift was impofed upon all cities, towns, buroughs, villages, and fuburbs,

in France. And thofe lying within the jurifdidion of every Intendant were joined

in one fum, leaving the repartition of them to thofe magiftrates, as the cuftom is.

For the generality of Amiens . - - 153300

For the generality of Orleans - . - 356000

For the generality of Paris - - - 1578000

For the generality of Chalons ... 200 900

For the generality of Poiciers . _ _ 265200

For the generality of Soiffons - - - 5o 700

For the generality of Tours - - - 34434
For the generality of Rochelle - - - 531 800

For the generality of Bourges - - - 105 600

For the generality of Moulin - - 91770

For the generality of Riom - . - 165628

For the generality of Lyons ... 397454
F'or the generahty of Artois - - 150 000

Sterling.'

Sum total 3690786 j^ 164034 18 8

The duties impofed by this arret are to be levied upon all clafles of the people, nobi-

lity, commons, clergy, even nuns and monks ; no exception is made except in favour

©f hofpitals for their own confumption only.

H h h 2 This



4^(3 AN INQUIRY INTO THE PRINCIPLES BookIV. P:4;

This tax, fmall as it is, may be of infinite confequence in times

to come. The great ddfficiaky o£ raifmg taxes is in the beginning ^.

and if the levying of this trifle in every city, town, village, and

fuburb, in France, be carefully conduxR:ed, with a view to fubfe^

qiien-t augmenttitions, and if it be properly diftributed upon every

branch of confumption and revenue, nothing will be fo eafy to the

King as, by his own private authority, to enforce a gradual aug-

mentation of it, and perhaps in time to abforb in it, the whole^ or

at leafl the greatefl part of the revenue of his kingdom.^

Befides the two twentieths, and the free gift of the cities, feveral

other taxes of lefs moment were either impofed, renewed, or conti-

nued for a longer term, and then fold for railing money for the-

fervice of the year, viz.

I jno, Five years of the free gift of the clergy of France, amount-

ing to 15 millions, were paid down at once by that body.

2. Jo, That of the clergy of Alface, paid in the fam^e way, for the

:

fame term, produced 3 millions.

3^w, A duty on. firewood, See. in the city of Paris, valued. at

3400000 a year, fold for 7 years, for 10 millions.

4^0, Another duty upon the confumption of eggs, butter, &c. va-

lued at 2 400 000, fold for 15 years for above 30 millions.

^to, A like fum got from the farmers, general, for allowing them

to raife the price of, their tobacco 10 per cent, for 10 years. The

annual amount of this I do not know.

6to, And in the lafl place, the third 'twentieth penny, which pro-

duced 36270000 a year, was fold for the two years for which it

was impofed, for 60 millions.

Thus, of all the impofitions raifed during the lafl war, the fecond

twentieth, and an epitome of the fubvention raifed in all cities,

towns,, villa.ges, and fuburbs, in France, remain unalienated.

In order to throw all the light I pofTibly can upon the prefent

fiate of that nation, I lliall next briefly recapitulate the extent of

the annual fupphes. raifed for the fervice of the different years of

-

the war, from 1756 to 1762 inclufive j in which I fliall point out,.

3 as.
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as well as I can, how .this thn-d branch of revenue was appro-

priated.

It is in this manner only I can communicate to the reader what I

can guefs concerning the prefent flate of' that nation. Could we
know, as with us, the amount of taxes, and outftanding debts at

every period, that detail would be unneceliary.

The extraordinary grants of 1756, amounted to 121 millions,.

5377777/. fterling.

In Odtober 1755, the farms of almoft all the taxes were renewed.

Upon fuch occaiions, it is ufual for the farmers to advance fums
in proportion to the extent of their farms, for fecurity of the leafe

;

for which advances the King, at that time, allowed them an intereff

aut of their yearly farm-rent of s pr cent, and the fums advanced

were appropriated for the fervice of the year i7i"^. Here follow

the fums advanced upon the feveral farms.

Fr, money,

livres.

Sterling ditto.

1. s, d»

1. Upon the general farms, after

repaying what had been ad-

vanced upon ^the former leafe,

nett into the royal treafure

2. Upon the farm of the pofls of

France - - - .

3. Upon the farm of the flamps

upon leather

4. Upon the farm of the paulette

5. Upon the farm of duties on

gun-powder and falt-petre

6. The farm of the market of

Poiffi was fold for feven years,

for

This fum was the price of the to-

tal alienation of the duties col-

Carry over

40 000 000
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Sterling ditto.

Brought over

levied in that market for the

whole time ; which duties fliould

be marked as a branch of reve-

nue ; but as the annual amount

of them cannot be afcertained,

it is here thrown in as an extra-

ordinary means of fupply ariling,

from the fale of a tax.

7. Befides thofe cafual fupplies

from the new farms, there was.

levied this year, for the fale of

five years revenue of the free

- gift of the clergy of France, to

1761 exclufive « . -

S. And for that of Alface

9. Raifed by a lottery, for which

the annual fum of 3 800 000 was

fet apart for 1 1 years

JO. And for the fale of the duties

upon firewood, 8cc. in Paris, for

7 years _ - -

Total extraordinary fupplies fori

17^6

Fr. money,

livres.

61 000 000
1. s.

2711111 2

I^- 000 000
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for the fecond, 4000000 during:

1 1 years, Thefe fums were an-

nually to be drawn, and paid^

every year ; for which was paid:

to the King, for the firft, 36 mil-

lions ; for the fecond, 40 mil-

lions ;- together

2. The ordinary revenue was

charged with 6 millions of life

annuities, at 10 per cent, fold for

Er. money,

livres.

Sterling ditto.

s. d.

76000000 zn^m^s' ^^

60000000- 2.666666 13 4

1-36000000 6044444 ^ 10-5

The fupplie& for 1758, amounted^

to 1 35,millions, £ 6 000 000 fieri.

1. The firll was a loan of 40 mif-

lions, upon a perpetual annuity^

of s per cent, propofsd to be paid'

off by way of lottery, at the rate

of 3 200 000 yearly

2. The King obliged thofe who
have hereditary offices propor-

tionally to purchafe additional

falaries, to the extent of i mil-

lion a year, at the rate of 20

years purchafe, or forfeit what

they had

3. The additional 10 per cent.VL^on

the price of tobacco, was fold

this year to the farmers, for

4oooaooo 1771171 ij" 6\

20 000 000 888 888 17 9^

1333333 ^ 8

Garry over 50000000 3 99? 999 J 9 11^
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90 OQO 000
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Sterling ditto.

1. s. d.

Brought over - 900Q0000 3999.999 19 ii-|,

4. The ordinary revenue was

charged with 3600000 livres,

life-annuities, upon two lives,

at 8 pr cent, ; fold for the fum

of - - - 43* 000

1

2000000 -

'1 35 000 000 5999999 19 ir|.

The fupplies for i ']S^y amounted

to upwards of 194 millionSj

£ 8 652 923 llerl.

1. The firft fupply for this year

was the epitome of the general

fubvention, called an extraordi-

nary free gift from all the

cities, towns, burgs, villages,

and fuburbs in France

2. 3 600 000 livres of perpetual

annuities, i>orrowed Aipon the

general farms, at 5 per cent, un-

til reimburfement, fold for

Thefe are called the contrad:-s

upon the farms ; each one

thoufand livres capital.

3. The free gift of the clergy, fox

;iive years from 176.1 inclufive,

fold at once for

4. The fecond twentieth penny

|)rQduced for this year

3693786 164034 18 8

72000.0.00 3 200 GOO — —"

16.000 000 -711 III 2 .2Jl

35000000 ^ 5SS SS5 II I:

.Carrv over J26 690786 5630701 II ij|.
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Fr. money. Sterling ditto,

livres. 1. s. d.

Brought over - 126690786 5630701 11 114

j-. Sold to the magiflrates and

heads of colleges in fome towns

in Flanders, fome branches of

their own taxes, for - - 8000000 3SS SSS 11 ^i
6. The ordinary revenue was

charged with 3 millions of an-

nuities, CdM^d tontines, fold for 60000000 2666666 13 4

194690786 8652923 16 5"

The fupplies for 1760, amounted

to above 251 millions, _^ 11 186430

fterling.

1. The Paris-duties above men-

tioned fold for 1 5 years - 302839010 1345951 2, 2i.

2. The 3d Ihilling in the pound

fold for two years, for - - 72340000 3215111 2 21

3. The 2d fliilling produced this

year - - - - 35000000 i SSS SSS n ^^

4. Raifed by perpetual annuities,

at 3 per cent, fecured on the King's

ordinary revenue * - - 60000000 z 666 666 13 4

Carry over 197623900 8783284 8 loi-

* When the had confequences of fhutting up the finking fund were difcovered, the

King opened fubfcriptions, fuch as were the tonLines of the laft year, this of 60

minions, and one the next year of 30 miUions •, in which the difcredited paper was re-

ceived, in part payment of the fum. This I fuppofe is the reafon why the fnpplies of

1759 and 1760 appear fo high, and alfo why money appears to have been borrowed

,at fo low a rate as 5 per cent, upon tontines^ and 3 per cent, on article 4th of this

VOL. II. 1 i i year;
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Brought over

5. The free gift of the cities, ScC.

6. By a lottery at 5 per cent, where

the difcredited paper (the pay-

ment of which was ftopt, when
the finking fund was fhut up in

1759) was taken in payment for

one half, was raifed

7. Borrowed from the officers of

the town-houfe of Paris, at 5 per

cent, fecured on the ordinary re-

venue

Fr. money.

livres.

197 623 900

% 690787

380 000

Sterling ditto.

1. s. d.

8783284 8 10^

164 034 19 6\

50 000 600 2 222 222 4 5-^

i6\ 17 9t

251694687 II 186430 10 7i,

The fupplies for 1761, exceeded 120

millions, £ 5 364034 llerl.

1. Charged upon the ordinary re-

venue, 200 000 livres a year

upon lives and other annuities,

at 10 per cent, in favour of the

order of the Holy Ghoft, fold for

2, Borrowed on the duties upon

leather, at 3 per cent.

Thefe were the annuities

which were ordered to be

Carry over

88 888 17 %

30000000 1333333 ^

32000000 1422222 4 5^

year ; becaufe the Intereft of that part only which was paid in fpecie is ftated ; not the

intereft upon the difcredited paper fubfcribed, which was paid out of the firll tweri-

tiedi. ' I
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Fr. money.
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any capitals borrowed had been paid off, according to the plan

laid down for that purpofe at the time of contrafting. Let us fup„

pofe, I fay, that all the lottery funds and life-annuities, as well as

thofe annuities which were intended to be paid off by way of lot-

tery, flood at their full extent, without diminution, at the peace,

and then calculate what fum of debt fliould have remained upon

France in confequence of the war.

As for the funis raifed, either upon renewing the farms of the

revenue, the amount of new taxes impofed, or fuch branches of

them as were fold at once for a fum of money, they remain no

debt upon the King ; and are therefore to be confidered (as they

really were) extraordinary refources drawn from the people, with-

out any recoiirfe to credit or borrowing.

Fr. money.

livres*

Sterling ditto.

1. s. d.

Thefe fums collecfted from the

above fupplies, and laid toge-

ther, amount to ^"20 926 948 23 152 308 i<5

—

Let us then Hate the whole of

the fupplies as above - - 11 18 307 047 49 702 j-sj:
—

And from thence deduft the ex^-

traordinary refources drawn

from the people, as above, to

wit _ - - - 3-20926947 23152308 16 —

There will remain a capital of

feorrowed money I
597380 100 26550 226 4 —

Of this the life-annuities (charg-

ed upon the ordinary revenue)

form a capital of - - 217000000 9644444 8 loi:

The lotteries form a capital of - 108000000 4800 000

Carry over 325 000 oco 4 444444 8 lo-i
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Fr. money. Sterling ditto.

livres, 1. s, d.

Brought over - 325000000 14444444 8 loi.

And the perpetual annuities, a ca-

pital of - - - 272380100 12 105 781 15 6±

In all, as above "- - - 597380100 2655.226 4 5

Let us next fee the amount of annual payments for difcharging

cither the capital or the interefl.

Pr. money. Sterling ditto.

-« livres. 1. s. d.

For the life-annuities until extin-

guifhed, paid out of the ordi-

nary revenue . - _ 16200000 720000 — —
To difcharge the lottery fund, in

12 years at moll - - - • 11 600000 S^SSSS ^ 1^

Suppofe the perpetual annuities

2\\2iX S pe^ cent.; hide - " 13 61 9 000 605288 17 9I.

Annual fum of intereft - - 41 419000 1840844 8 10^

L€t me now draw up a Hate of the taxes raifed for defraying the

expences of this war. In that I Iliall only comprehend fuch ar-

ticles as exilled at , the peace, unfold : as for the other, we may
confider them only as expedients for railing money for the current

fervice ; but which, in time to come, may ferve to augment the

revenue.

Third



Chap, Vr, OF POLITICAL OECONOMY. 431

Third general branch.

Fr. money. Sterling ditto,

livres. I. s, d.

1. The 2d twentieth, never alien-

ated - - - - 35000000 ^SSSSSS II It

2. The 3d twentieth, impofed for

the years 1762 and 1763, not

alienated . _ _ 30000000 1333333 6 8

3. The free gift of the cities,

towns, 8cc. never alienated - 3690786 164034 18 8

68690787 3052923 16 5t

Let me now proceed to the fourth general branch of taxes, or of

money raifed upon the people of France : i?no, To the profit of the

farmers : 2do, Towards defraying the expence of collecTring the

three foregoing branches of revenue, which amount to about

403 millions : And 3/20, To pay what is appropriated to certain

purpofes within the country, here to be fpecified.

Fourth general branch.

Fr. money. Sterling ditto,

livres. 1. s. d»

1

.

Firft then, the net profits of all

the farmers of the revenue are

calculated to amount to about - 17240000 766222 4 51
2. The expence of levying all the

revenue is calculated to amount

to about I o per cent, of the whole

;

inde _ _ _ _ 40 300 000 I 791 ill 2 2-^

3. There is a revenue appropriated

for keeping up the water-works

at all the royal palaces - _ i 200 000

Carryover - 587^0000 2610666 13



432 AN INQUIRY INTO THE PRINCIPLES Book IV. P. 4.

Sterling ditto.

1. s. d.

2610 6(56 1 3 3,.iBrought over

And to the invalids, St. Cir, and

the hotel militaire

There are taxes impofed for

clothing the militia, to the a-

mount of - -

All the towns in France have par-

ticular branches of taxes appro-

priated to themfelves, for pave-

ment, buildings, 8cc. and for

maintaining the police j which

amounts to - - -

And the duties levied in the courts

of law for fentence money, emo-

luments to the judges (epices),

and expence of regiftrations, the

vail fum of - - f?

Fr. money,

livres.

58 740 000

7 300 000

15 000000

324444

3800000 1(58 888 17 9-^

666 666 13 4

27 000 000 I 200 000

1 1 1 840 000 4970666 13

Formerly, all the officers of the courts of juftice had falaries paid

out of the King's revenue. Thefe were infenfibly diminiflied in

every reign, and thofe court-fees were augmented in order to fill

up the void ; from which the greatell oppreffion enfues.

If to the fum in this laft article v/e add 22 millions above ftated

as a charge upon the ordinary revenue for falaries to firft prefi-

dents, &c. and other expences of the law, we lliall find that the ar-

ticle of juftice alone coils near 50 millions of livres, a year, to the

public. The greateil part of this fum fhould be confidered as the

intereft of money borrowed by the Kings of France, the capitals

whereof are Hill outilanding ; and if the capitals were paid off, a

great augmentation of income v/ould arife from it. But the bad

footing
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footing upon which their credit Hands, renders even this burden

expedient on forae occaiions ; becaufe the King can oblige all thofe

who have fuch hereditary offices, to lend money upon an augmen-

tation of their falaries.

To conclude this enormous catalogue of taxes paid by the king-

dom of France, we mull not omit the lalt branch,^ which compre-

hends the heads following :

Fifth general branch.

Fr. money. Sterling ditto«

livres. L s. d.

1. What is paid for bulls, difpenfa-

tions, baptifms and burials, to

the pope, biftiops, and inferior

clergy, very near - - 10 000 000 444444 8 10*

2. For the fupport of hofpitals, a

fort of poors rates - -11 500 000 ^511111 2 2|'

3. To branches of impofitions, of

various kinds, belonging to pri-

vate people, peers of France, go-

vernors of provinces, and officers

of all the royal jurifdidions

within the kingdom - - 20000000 888 888 17 ^4

41500000 1844444 8 10^

General recapitulation of all the money raifed in France by public

authority, for whatever purpofe employed.

Fr. money. Sterling ditto,

livres. 1. s. d.

1. The King's ordinary revenue as

it flood at the peace 1762 - 282300000 12546666 13 4
2. Tlie extraordinary revenue raifed

at the peace 1748 - - 52338000 2326133 6 8

Carryover ^ 334638000 14872800 o o

VOL. n. K k k
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Fr. money. Sterling ditto,

livres. 1. s, d.

Brought over - 334638000 14S72800 a o

3. The extraordinary revenue raifed

on account of laft war, and for

the payment of debts then con-

tradted, not fold at the peace 68(510787 305:2933 17 4^^

4. The expence of raifing the taxes,

and emoluments of the farmers,

with other branches perpetually

appropriated for defraying re-

gular expences - - - III 840 000 4970666 13 4.

5. Taxes paid to the church, poor,

and private perfons - - 41500000 1844444 8,10^

Sum total raifed annually in France SS^ ^^^ 7^7 ^4- 74° ^34 ^9 '^i

Charges, or appropriations of it.

1. Charges upon the ordinary re-

venue j><fr lift above - - 236050000 10491 III 2. 2.;

2. Ditto upon the fecond general

branch /)^r ditto -^ - 55690000 2475 iii 2 21

3. Ditto upon the third general

branch for lotteries and perpetual

annuities conftituted during the

war : the life-annuities being

already charged in article lit 25,219000 i 120844 8 101

4. Ditto upon the fourth general

branch totally exhaufted zW^ 1 11 840 000 4970666 13 4

5. Ditto upon the fifth general

branch ditto -^ ^ -^ 41500000 1844444 8 10

Carry .over 470299000 20902177 15 6
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Fr. money. Sterling ditto,

livres. L s. d
Brought over - 470299000 20902177 i^ 6

There remains (unappropriated)

for all extraordinary expences of

Hate, which compleats the fum
total of what is raifed in France 86 369 787 3 838 ($57 4 —

5'56 668 787 24740834 19 6

In this light does the flate of the French affairs appear, from the

fketch I have been able to give of it.

Had the fum of 86 millions, remaining as unappropriated at the

^eace, been any way fufficient for paying off claims which have riot

appeared upon the flate we have given, and for all extraordinary

expences, the credit of France would liot have been fo low as it then

was, and flill continues to be.

The expence of a kingdom mufl conflantly exceed the amount of

all regular and permanent income.

At the end of a war what great iums of debts unprovided for are

conflantly found ! Taxes alfo, when flretched as they were, and

impofed in fo great a proportion upon polTeflions, in refpeA of

what was raifed upon confumption, mufl always diminifli in their

produce ; but the expence and charges never fall fliort. This is

more efpecially the cafe in a country where paper credit is not efla-

bliflied.

The conflant complaints for want of money to carry on circula-'

-tion in the time of v/ar, is a proof of it. When peace returns, and

money is kept at home, then all taxes are readily paid in France,

and half the burden of them is not felt, although they be more
productive than before.

As I faid in fetting out, I do not pretend that the account I have

given of this dark affair, is in any degree fo correcl as to fatisfy a

rFrench minifl^rj but it is a rough flcetch, which contains the ge-

K k k 2 neral
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neral ftate of their affairs ; and if it be worth any man's while, who?

is better informed, he may correct it, and thereby bring on a far-

ther inquiry into the true ftate of the qiieftion.

What interell a nation, which is not in ai-Jt actual ilate of bank-

ruptcy, can have in concealing its affairs, I cannot find out. How
much more then is it not the interell of a mighty kingdom, which

poffeffes fuch amazing rcfources, to expofe its fituation in a fair

light to the world, to which it muff, upon all occafions, have re-

courfe for aiUftance in point of credit ?

Of the many branches which compofe this great national revenu?-

of above 55c millions, there are feveral articles which mull of ne-

ceffity be cut off, fo foon as the debts are brought into a regular

farm. The double poll-tax is moil opprefffve on the poorer fort,

and therefore was impofed only for a time : the three twentieths,

as they are levied, are no lefs fo upon the higher claffes of the.

people.

Thefe four articles amount, however, to 116 millions. If we
dedudl this from^ the revenue, as we have Hated the account of it,,

it will not only exhau-ft the balance of 86 millions, but it will create-

a deficiency, upon the whole, of 30 millions, which can only be

compenfated by difcliarging a correfponding part of the burden of

debts, while thofe branches do fubliff

But then the fame refources are open upon every new emer-

gency ; and as they have now begun to be colledledj they will be

xnore eafily paid at another time.

Befides, what an acquifition will be made to the revenue by the

extin<5lion of 16 millions of life-annuities, and by the expiration of

fo many anticipations of taxes for terms of years !

On the other hand, it is not to be fuppofed that the King will

continue to demand of the clergy, above i 500 000 livres a year, or

one fhilling in the pound upon their benefices. That body is be-

coming daily more and more indebted, by the practice introduced

of late, of making payment of their free gifts to the King, by bor-

rowing the money, inftead of paying every one's pix)portion out af

7 iiis
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his benefice. This in time may oblige them to accept of penfions

for their benefices, and to make over their revenue in tithes to the

King : they will, at leafl:, in one way or other, become entirely at

his mercy, and at that of their own creditors.

Before I conclude, I mull; fay a word concerning the method of

levying the taxes in France.

The moll general diilribution I can make of this, is to reduce it

under four principal heads.

The firft comprehends the general receptes ; to wit, the ta'ille, or

land-tax, the capitation, or poll-tax, and all the twentieths. Thefe

are adminifl:red by the intendants of the provinces, who both

make the diftribution of them upon the fubjefts, and who levy

them by officers under their direilion ; and for the expe;nce of levy-

ing, is^ fuperadded to the taxes, 10 per cent, upon the Avhole., "When

they are colIe6led, they are paid in to the receivers general at Paris,

who deliver them in, and account for them to^ the royal treafuryo-

The fecond comprehends all the taxes which are farmed. The

farmers are veiled with the King's authority for raifing the duties

let to them, according to certain regulations ; and as. they are obliged

to keep open books, the expence of management is known, and at

every new leafe a reafonabie profit is allowed to them over and above.

The third branch comprehends all free gifts of determinate fums

of money, impofed according to certain regulations prefcribed to

thofe bodies politic who pay them j into which, may be compre-

hended all taxes upon the clergy ; becaufe they levy them them-

felves.

The fourth comprehends retentions which the King makes out

of the falaries he pays. This needs no explanation.

What farther obfervations may be made on this head will find a

place when we fpeak of taxes..
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C HAP. VIL

''Comparative View of the Revenue, Debts, and Credit of Great

Britain and France.

IN comparing the Hate of credit in the two nations, I muft firft

obferve, that it is not fo eflential to compare the extent of the

revenue of both countries, as the refources they have for obtaining

extraordinary fupplies in cafe of need.

Whatever be the permanent revenue of a ftate, we may be very

certain that the exigencies of it will be in proportion j and when*

ever any extraordinary expence is to be incurred, it mufl be pro-

vided for by extraordinary means.

In examining the ftate of Great Britain and France, we have

found this obfervation verified. If the expences of the year do no

more than abforb the revenue of it, and if the finking funds appro-

priated for paying ofiT incumbrances be properly applied, the

ftate has no reafon to complain.

This diftribution evidently points out how neceffary it is not to

confound thofe branches of revenue which are appropriated to

ftate expences, with thofe which ought to be fet apart for the pay-

ment of debts and intereft. This however I apprehend is too

much negledled in both kingdoms.
• If times of tranquillity be not made ufe of, to difengage thofe

funds which neceffity had opened, it cannot be denied, that fu-

ture exigencies muft then feek for a fupply, from refources as

yet undifcovered.

That nation, therefore, which has certain branches of revenue

lying dormant in time of peace, has the advantage in point of re-

ifources.

fm
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In this refped the advantage hitherto has lain on the fide of

,lrance ; flie has had her dixiema, 'uingtiemes, and double poll-tax,

which have never been impofed except in cafes of neceffity.

But on the other hand, Great Britain has a noble and opulent

branch of permanent taxes, which compofes her finking fund.

Were this employed in times of peace, as it ought to be, it would
prove in time of war a more ready fund of credit than any France

can boail of.

Thofe extraordinary fefources of France cannot be mortgaged.

They are fupplies for the current fervice ; but they are no fund of

credit. Whereas the finking fund of Great Britain is always ready

in the mean time to fupply urgent demands. While this fubfifls,

there is no danger of being obliged to break faith with all the pubUc

creditors, upon a demand for a million and a half ilerling, as v/as

the cafe with France in 1759. The one refembles a credit in bank 5

the other the rents of a greateflate. The finking fund affords time

to raife new fupplies, in proportion to the debts contrafted ; and

if thefe, when new, and raifed in time of war, prove fufficient to

anfwer the interefl: of the loan, they will probably do more as they,

continue to be levied, and upon the return of peace.

One very remarkable difference between the ftate of credit in

the two nations is, that in Britain the objedl: of attention is the

rate of interefl -, in France it is the fpeedy repayment of the capi-

tal. The great care of a Britifh minifter is to fupport the price of

the funds : the meaning of which is, to keep the interefl: of money,

low. Did not the price of the funds regulate the rate of money,

the ftate would be nowife concerned in the price of them.

Now the credit of Great Britain is fo firmly eftablifhed, that flie

may command money at all times, providing fhe will give the in-

tereft required.

The cafe is totally different in France. Her credit is not well

eftablifhed ; that terrible Miffifippi-monument, of near a thoufand

milHons, ftanding fixed upon the ordinary revenue to this day at

2-^ per cent, firft reduced from the moft exorbitant intereft, by fuc-

ceffive.
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ceffive adts of power, after the late King's death, and afterwards

from a moderate intereft to 11. per cent, in the year 17.20, is reafon

fufficicnt to deter monied men from lending to France upon per-

petual intereft.

In -borrowing upon Hfe-annuities at 10 per cent, and upon lotteries

at nearly the fame rate, for 11 or 12 years, France obtains credit

for large fums. She alfo borrows with tolerable fuccefs at 5 per

cent, when there is a lottery-claufe put in, which flipulates a larger

fum to be annually paid for extinguifliing the capital. The reafon

is, flie is more punctual to fuch engagements : they remain con-

llantly under the eye of the public : the Hock-holders conlider their

money as conflantly coming in^ and any interruption in the pay-

ment gives a general alarm. But when funds are fettled at per-

petual intereft, people lofe fight of the capital altogether. The

Gontradls by which they are commonly conftituted, are not fo ealily

transferred as other funds : in a word, it is not the tafte of the

French nation to lend their money in that way, and far lefs the

tafte of ftrangers ; and the reafon is, that as matters have hitherto

been conducted, it has by no means been their intereft.

Before the commencement of the late war, no fecuri^ty in France

was looked upon as better than the anions of the company of the

Indies. This was a fund of perpetual intereft. They brought in

to purchafers little more than 4 per cent, and every body wiflied to

have them. Ev-ery adlion bore a dividend of eighty livres a year ;

and the action itfelf fold from eighteen to nineteen hundred livres.

,

The war had not lafted four years, when the dividends were re-

duced to one half, and the capital fell to about 700.

In fliort, all perpetual funds in France, whether upon govern-

ment or company-fecurity, are very precarious ; and while this is

the cafe, we may decide that the credit they are built on is preca-

rious alfo.
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C H A P. VIIT.

Contingent Confeque^tces of the Extenjion of Credit, and Increafe

of Debts.

HAVING applied the principles of public credit to the ftate

of fadts in Great Britain and France, fuch as I have been

able to colle6l, I mult obferve, that all fhort Iketches of this kind are

intended only to fatisfy a general curioiity which mankind has,

to know a little of every thing. Although they may appear fuper-

ficial and incorreft, to perfons thoroughly inltrudled in thofe mat-

ters, they ftill are for our purpofe ; which is only to take them as

fomething approaching nearer to truth than bare fuppoHtions can

do ; and they fufficiently anfwer the purpofe of illullrating the

fubjedt we are upon.

I now proceed to inquire what may be the confequences of this

mighty change produced upon the policy of indaftrious and

trading ftates, from the eilablifliment of credit, debts, and taxes.

I have, from the very beginning of this inquir}^ occafionally

taken notice of the influence that fuch a change niufl: make upon

the fpirit and manners of a people. The lower clafles, who are

ilow in forming combinations, do not foon comprehend the necef-

fary confequences of fuch revolutions. Even minifters have been

often at a lofs to judge of the confequences whicii might follow

upon fome Heps of their own condudl relative tliereto, akhougli

taken upon mature deliberation.

When public credit is employed for raifnig money upon a plan

of refunding the capital, either by uniform annual payments ex-

ceeding the intereil, or by funds eftabliihed for finking the capital,

no contingent confequences can happen, providing the plan be

VOL. II. L 1 1 executed:
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executed : the debts contraded will be paid, and matters will re-

turn to their former fcate.

When public credit is employed for raifmg money -upon pay-

ment of a perpetual interefl: ; or if, whatever be the plan laid down,

capitals fhould not- happen to be difcharged, and that the debts

ihould fwell continually ; in this cafe, the contingent confequences.

are many and various, far exceeding- any man's fagacity to invefti-

gate.

If we judge of them from what paft experience teaches us, we

may conclude, that, in one way or other, all debts contrafted will

in time difappear, eithei' by being, paid, or by being aboliflied

:

becaufe it is not to be expelled that pofterity will groan under

fuch a load any. longer than it is convenient ; and becaufe in fa<5t

we fee no very old public debts as yet outftanding, where intereft

has been regularly paid.

This is a very rational conclulion from paft experience ; but itis;

only relative to the, circumftances of paft times* .
While the debtors

are the mafters, there is no difficulty of getting, clear of debts : but

if the confequence of this new fyftem fhould be to make the credi--

tors the mafters, I fuppofe the cafe might be different* Farther,

In former times public debts were contrafted between the ftate

and its own fubjec^ts ; biit at prefent we fee that in fuch loans, fo-

reigners, even enemies, are invited to concur : and the better to.

engage them to it, a total immunity, is promifed from all taxes

upon the intereft to be paid by the borrowers.

This circumftance has already drawn the attention of Princes, in

the difcuffion of their reciprocal concerns. We faw how, in the

ti'eaty of Drefden, which took place after the King of Pruffia's in-

vafion of Saxony in 1745, it was provided by the 6th article,

tliat all debts due by the bank, of tlie Steiier to that Prince's fub-

jeds, were to be paid, on prefentation. of their contradls.

We have not indeed as yet feen wars carried on for the payment

of debts; but the cafe may happen, and kingdoms may be car--

ried ojEF. upon fuch pretenfions, as well as private property. What
a. chajin.
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a chain of contingent confequences aiifes from this- fnigle com-

bination, were this a proper place to introduce them !

But without going to the fuppoiition of Princes or nations be-

coming reciprocally engaged in debts, and thereby involving fuch

mighty interells in the fupport of public faith, we may eafily con-

ceive, that a monied interefl, of a long ll:anding, may have influ-

ence enough to operate a change upon the fpirit and manners of a

people.

Let me here tak^ the example of Great Britain. Do we not fee

how the fpirit of that nation is totally bent upon the fupport of

.public credit ? And do we not fee how abfolutely their commercial

interell depends upon it ? Can it be fuppofed, that every one has

combined all the confequences which may flow from the conflant

fwelling of their debts ? Or indeed is it pofiible to determine what

will be the confequences of them ? This however we may fuppofe

at leafb, becaufe we fee the progrefs of it already, that the interefl:

-of the creditors will daily gather Ilrength, both in parliament and

without : and if from fmall beginnings it has arrived at the pitch

we now fee, it is very natural to conclude, that, in time, it may
become flronger, and at laft, that the creditors of the nation may
-become the mailers of it.

When any one interell becomes too predominant, the profperity

of the flate Hands upon a precarious footing. Every interefl ftioulcl

•be encouraged, prote(5led, and kept within dile bounds. The fol-

lowing fpeculations are intended for the application of principles

to new and unexperienced combinations ; where natural caufes

may work their dire6t and immediate effeds, and thereby prove

prejudicial to the general welfare, unlefs they be forefeen in fome

degree, and proper remedies be prepared againil them.

Europe was pofTelTed by our ancellors free frorn taxes ; our fa-

-thers faw them impofed, and we fee how fall they become mort-

gaged for our debts. We can as little judge of the extent of our

credit, as they could of the poffibility of contributing fo large a

fund for the fupport of it.

L 1 1 z As
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As tiie plan of impoling taxes has been extended, we fee the

public coffers every day receiving a Vaft flux of money, and like

the heart in the human body, throv/ing it out again into circula-

tion. Happy fcate, could it be lading, and were this flux and re-

flux prelerved in a due proportion to all the ufes for which it is in-

tended ! But flatcs have their vices, as well asi private people.

Public opulence fliould be proportioned to public exigencies : but

liow often do we fee ambition putting on the face of public fpirit,

and animating the refentment of a nation, under colour of pro-

viding for her fecurity f Hence wars, from wars expence : recourfe

is had to credit, money is borrowed, debts are contra6ted, taxes are

augmented ; all this increafes circulation, which demands a fup-

ply of currency : this is procured by meltiiig down the folid pro-

perty. Thefe operations performed, the public money is either

fent abroad, or remains at home. If fent abroad, more property

mull be melted down, in order to fill up the void. If it remains at

home, it will animate every branch of circulation ; and when the

exigency, which required this additional quantity of money, is

/Over, what circulation finds fuperfluous, will ftagnate in the hands

of the monied intereft, and will either form a new fund for con-

tra(fting more debts, or it will be laid out in the purchafe of the

property formerly melted down, which produced it ; and thereby

.will be confolidated a-nev7.'

Every intereft in a fl:ate muft influence the government of it, in

proportion to its confequence and weight ; and every government

muft influence the fpirit of the people who live under it.

Now, as we have feen how induftry creates wealth ; how wealth

and confidence create credit ; how credit creates debts and taxes ;

how thefe again occafion an augmentation of money, by the melt-

ing down of property ; and how this property is transferred to a

,
new fet of men, who were once the monied intereft, and who
afterwards acquire the lands, and confolidafe this additional cir-

culation ; does not this chain of confequences reprefent a kind of

circle, returning into itfelf ? And is it not plain, that without

2. the
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the intervention of this engine, the money created in proportion

to the demand for it, the chain M'oiild be cut off, before it could

reach the link from which it firft fet out ? Will not this converfion

of a monied intereft into a landed interefl, infenfibly infpire the

bulk of the landlords with fentiments analogous to a monied in-

tereiL? Is not that evidently more and more the cafe every day in

England ?
- And from this may we not prognofticate the folidity of

public credit in that nation ?

If on the other hand we find, as in France, induflry in times of

peace drawing wealth from other nations, and thereby increafmg

the coin, upon which alone credit is circulated through the king-

dom ; and then foreign expence fending it away in times of war ;

muft not circulatio-n keep pace with the coin, that is to fay, be

circumfcribed within the proportion of it ?

If the folidity and extent of the French King's free revenue

fhould afford credit to borrow this coin ; and if, inftead of pro-

viding a proportional fupply of ciu'rency to fill up this new loan,

the coin borrowed be fent out of France j how will the ordinary

circulation be carried on ?

Let us here recal to mind what was faid in the sad chapter, upon
banks, where we dillinguifhed voluntary circulation, which is buy-

ing, from hi'voluntary circulation, which is paying : we there ob-

ferved how paying muft always take place of buying ; confequently,

we may. here determine that taxes muft be paid before buying, that

is confumption, can go on. The deficiency therefore of coin for

circulation, will, firfl, proportionally affedt the trade, manufac-

tures, and confumption of France, and afterwards the revenue

which arifes from them. Is not this the conftant complaint in.

France, when Vv^ar carries off their coin ? The remonftrances of

all their parliaments are filled with it.

In times of peace, the amount of what comes from the people is

greater than in time of war : but then there is coin fufficient for

all the payments ; and when they are made to the royal treafury,

they immediately return into circulation, and no hurt is felt.

I infill
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I infift the more upon this principle, and I introduce it in fo

many different ways, and under fuch a variety of views, becaufe

I take it to be one of the moll important conuderations in the

whole do6lrine of credit, and one which I have never feen fug-

gefled by any French, or Engliih writer upon this fubje6t. Many
are the complaints for want of money ; but no method have I ever

feen propofed for obtaining it from folid property ; the ealieft

and fafeft of all operations, when conduded with honefly, and

according to principles.

As money therefore is the means of clofing the chain of confe-

quences already mentioned, and forming it into a circle, as has

been faid, we j>lainly fee how, when it is wanting, the fame effedls

cannot be produced ; and confequently the country of France,

when money is confined to the coin, will be very long in adopting

the fentiments of a monied intereft ; whether for its profit or lofs,

in,the end, is not here the queftion.

'We have now traced the contingent confequences of public cre-

dk fo far as to fliew how it may tend to influence the fpirit of a

people, and make them adopt the fentiments of a monied intereft.

The allurement of acquiring land-property is very great, no

doubt, efpecially to monied men. The eafe and affluence of thofe,

on the other hand, who have their capitals in their pocket-books,

is very attrading to the eyes of many landlords, efpecially at

a time when they are paying the heavy taxes laid upon their pof-

feflions.

The firm eftablifiiment of public credit tends greatly to intro-

duce thofe reciprocal fentiments of good-will among the two great

.claffes of a people, and thereby preferves a balance between them.

The monied interefh wifli to promote the profpericy of the land-

lords 5 the Lmdlavds, the folidity of credit; and the well-being of

l>oih depends upon the fuccefs of trade and induuiy.

Let us now fuppofe Avhat is adcualiy the cafe in Great Britain,

that from the fwelling of public debts an enormous fund of pro-

perty is created. This is formed out of the income of the Avholc
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nation y and as it has been purchafed by thofe who have lent mo-
ney to the ftate, in common language it is included in what we
call the monied intereft : it is however veiy dillin6t from it, as

will be underitood from what is to follow.

The capital of the public debts is the price which was paid for

the annuities due to the creditors, and is now no more money to

them than land is money to the landlord. It may be turned into

money, no doubt ; but fo may land.

By the monied intereft, properly, fliould be. . miderftood, thofe

who have money, not realized upon any fund, and who either

employ it in the way of trade, in the way of induftry, in jobbing

in land, in ftock, or in any way they pleafe, fo as to- draw from it

an annual income. While it is fixed, that is, given for any per-

manent value, it ceafes to-be money ^ Vv'hen it is called in, it be-

comes money again. Let flock,, therefore^ fuffer ever fo many
alienations from hand to hand, it Hill continues ftock : it never can

become land, it n^ver can become money, until it be paid off. I ^

hope this idea is clear, and underftood. Stock, therefore, I here

coiifider as one great branch of folid property ; fo far as the

fecurity of government is folid and good ; and as fuch, may be:

melted down into money by banks, as well as any other thing.

Now I have faid that this fund is formed out of the income of the

whole nation ; confequently by /zi«^,.,here, Ido not underftand the

capital, which esifts no more, but the intereft v»?hich is drawn for

it: it is this intereft, I fay, which arifes from the land, moneyj

trade, induftry, &c. From the land, out of the amount of the

taxes charged upon it ; from the money, trade, induftry, &c. out

of the amount of proportional taxes, fuch as excifes, cuftoms, fait-

rax, ftamp-duties, and tlae like.

The more the debts increafe, by the monied intereft realizing

into this branch of folid property, the more the taxes muft aug-

ment ; and confequently, the more the folid property of the funds

themfelves will be aifeiTted, as well as the land.

From
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From this expofition of the matter, I think it appears pretty evi-

dent, that as proportional taxes afFeft every man's income, accord-'

ing to his confumption ; the landlord, ceteris paribus, who pays a

land tax, as well as his proportion upon his confumption, is more

hardly dealt with than the proprietor of the other branch of folid

property, the funds, who only pays the proportion of the laft.

But the condition of the ftockholder is not equal to that of the

landlord, for two very plain reafons. The firft is, that the income

of his ftock cannot increafe ; that of the land may. The fecond

is, that the fwellingof this great capital of ftock has the effedt of

fmking the intereft upon it, and confequently of diminifliing the

income of the ftockholder ; and in proportion to that diminution,

the value of land is augmented. Now I readily allow that the aug-

mentation upon the 'value of lands is no inducement to a landlord

to turn them into money ; becaufe he would then lofe upon his

money, what he gains upon the additional price received. But it

is a great advantage in this refpect, that he thereby diminifties

the intereft he pays upon his debts, if he has any ; and if he has

none, it enables him to borrow at a Jower rate for the future ; and

by improving his lands with the money borrowed, he augments

his income much beyond the proportion of the intereft paid.

It is therefore necefTary, in impofing land taxes, rightly to com-

bine every circumftance •, that the load of all impofitions may be

equally diftributed upon every clafs of a people who enjoy- fupcr-

fmity, and upon no other. If, after a fair dedu6lion of principles,

this fhall appear a thing pofllble to be done, we may expect to fee

ftatefmen engaged to depart from the old maxim of grafping at

what is readieft and neareft at hand, to vfit, the landed property,

with a view to fpare a clafs of people, which, in a v/ell regulated

Hate, never can be made to feel the burden of any proportional

tax wharfoever ; I mean the induftrious poor.

I now proceed in my inquiry into the nature and confequences of

the fv.'elling of tiiis great branch of property, the public funds.

As
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As to the nature of it, we have faid ah'eady, that it is formed by

realizing money into Hock. When government borrows, the lenders

muft be people who have money. If the loan is made at home,

the money is no fooner paid in, than it is fpent ; and as we may
fuppofe that it would not have been lent, had either the lenders

found it neceffary for their current expence, or had they found a

more profitable way of realizing it than by lending it to govern-

ment, we confider it as in a ftate of ftagnation ; but being lent to

government, it is thrown into a new channel of circulation.

Farther, this money ftagnating in the hands of the lender, either

proceeded from his income, which exceeded his expence, or from

the profits of his induftry. In either cafe, the country is neither

poorer or richer, when confidered in a cumulative view, than if the

fame fum had been lent to private people at home.

Let us next fuppofe the money to have been borrowed for the

exigence of a foreign war. In this cafe, if it be borrowed at home
and fent abroad, it muft firfl be converted into the money of the

world, gold and filver, and then fent off, to the diminution of this

kind of property ; or it muft go abroad in the money of the coun-

try, credit, to the diminution of the annual income upon which

the credit is efhablifhed. As this lafl operation may not be fo clear,

an example will explain it.

Government borrows- a million ; it is paid in paper, and mull: be

fent to Holland. If at that time a balance be due by Holland for a

million, bills will readily be found for it. In this cafe, the balance
'

of trade is borrowed by government, and is converted into a capi-

tal of a million in the public funds, the interell of which will re-

main at home, and continue to be the property of tlie nation. But

as the value of this balance is fent to Holland and fpent abroad, it

is, upon the whole, to the nation, as if the balance had not been

due to them. This I call a lucrum cejfans to the counny.

But fuppofe no balance due at the time the million comes to be

fent off, I fay the confeouence will be, to alienate in farvour of fo-

reigners a part of the annual income, proportional to the whole

VOL. I!. M m m intereft
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iliberQftJpMd for the loaj;^,, whether it has beeri- fu^b&ribexj :for by
foreigners, or by natives.

If the fubfcription comes from foreigners, th€ caofc^iience: isr

ovident: it is equally fo in the other cafe, upon a little refledion.

Suppofe then the million fubfcribed for, and paid in Londoigi.

Bills are fought for ; none are found, I mean in the way of reci-

procal compenfation, does not this fum immediately become a bar

lance againft London ? A'ud as a country lofes all fuch balances,, and-

that the country to which they are due gains them,^ this million is

Ipft to England, and forms what Icall ^^danmum-anergens ; thd,t is to*

fay, her former property or income is fo far, diminilliedy or comes ^

to be transferred to llrangers.

From this^wemay conclude, that in all matters of public borrow-

-

ing, it is of no confequence whether the fubfcription be filled by;

natives, or by foreigners, when the value of it is to be fent abroado -

Let us next examine the flate of the queftion when the loan i.s-

made in order to be fpent at home, as is the cafe after a war, wheni

the unfunded debts come to be paid off.

We have faid that loans are filled by money ftagnating, which the

owner defires to realize : if he cannot do better, he lends it to go—
•v^ernment J if he can do better, he will not lend it.

While the ufes of domeftic circulation abforb all the money in the

country, that is to fay, when there ai-e private perfons ready to bor-

row all the money to be lent, at this time government cannot bor-

row at home ; and if they did, by offering a. high interell for it, the

borrowing would do harm to circulation ; becaufe it would raife in-

terell at home, or difappoint thofe who would gladly borrow it, for.

little more than the interefl offered by government.

Let us next fuppofe that after a war, when the unfunded debts

are either bearing a high interefl:, or felling at difcount, govern-

ment Ihall find an advantage in opening a fubfcription, which may
be filled from abroad, at,a lower rate than the then actual value of

money. Soippofe, I fay, the Dutch fhould be willing^ to lend at

3,per cent, while money in England flood. at ^.jier cent, I afk if, in

a this
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this cafe, government ought to boiTO\\^ from Holland, at the ^xpence

xyf fendhig the intereft out of the country, rather than fuffer fucti

debts to fell at difcount ; or to continue paying a higher intereft at

home for what they owe ?

It is my opinion that ftili they otight to borrow, for ttie following

reafons. That if .the high intereft at home proceeds frOm want of

money, that is to fay, from circulation not being full enough, it is

their intereft to borrow, were it for nothing clfe than to fupply

circulation^ becaufe iinlefs this be full, a:ll induftry fniift languifh.

But fuppofe it Ihould be faid that circulation is full enough, that

induftry fuiFers no check from that quarter, but that there being

no fuperfluity of money, intereft ftands i per cent, higher than it

would do were there confiderable ftagnations. In that cafe alfo, I

think it is their intereft to borrow, were it for no other reafon than

to produce fuch ft:agnations.

It is a general rule every where, that there is no having enough
without having a fuperfluity ; at leaft there is no certainty of one's

having enough without finding a fuperfluity. Borrowing, there-

fore, in fmall fums, at fuch a time, will produce flagnations at

home, from which fucceeding loans may be filled, after circulation

is fufliciently provided- and even in cafe more fliould be borrowed

from ftrangers than is necelTary, and that in cohfequence of it, too

much fhould come to ftagnate at home, after the demand of go-

vernment is over, in that cafe, the monied intereft would lend, in

their turn, to other fl:ates, where intereft is higher ; and the annual

returns from that quarter would more than compenfate what muft

be fent away, in confequence of the former borrowing.

From thefe combinations, let us draw fome eonclufions.

uno, That the effect of public borrowing, or national debt, is to

augment the permanent income of the country, out of ftagnating

money, and balances of trade.

ado. That this income fo created, may be either the property of

fintives, or of ftrangers.

M m m 2 vio. That
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2,tio, That when money is found to ilagnate, in a country where

circulation is not diminifliing, it may be fuppofed to proceed from

the coming in of a right balance of trade.

4/^0, If ftagnaiions in one part are found to interrupt circulation!

in another, public borrowing, for domeftic purpofes, has the good

effe6l of giving vent to the ftagnation, and throwing the money into

a new channel of circulation.

^tQ, That the fum of intercfl paid by any nation to llrahgers-,,

fiiews the general balance due by the nation, after deducing all;

the profits of their pad trade out of all the expence of their foreign.

wars.

But here it mull be obferved, that as on oile hand we are compre-

hending all that is paid to foreign creditors, on account of the funds

they have in England, for example, fo on the other hand, muft be

deducted from thisj all the like payments made to Englifiimen by

other nations.

6to, From this laft circumllance we difcover, that the lending to

other nations by private hands, produces the fame efFedl to a nation

as if the Hate were adually paying off the debts due to ftrangers,

Confequently, when Mbfes permitted the Jews to lend to ftrangers

at interelt, and forbade fuch loans among themfelves, his view was

to eflablifli a foreign tribute, as it were, in favour of his own na-

tion, inftead of eilablifhing luxury at home.

yfno, As tlie balance due to a nation upon her trade, is found to-

compenfate, pro tmito, the money fhe fpends abroad, we may from

the fame principle conclude, that fo foon as fhe ceafes to expend

money abroad,, the balance of trade in her favour, if not realized,

at home in fome new improvement, will diminifli, pro tanto, the

intereft, or capitals due to ftrangers. This is evident from the na-

ture of balances, of which we have treated already.

2vo, The confequence, for example, of England's owing large

funis to ftrangers, will, from the fame principle, conftantly prevent

exchange from riling very high in her favour, when the balance

of her trade is to be paid to her : becaufe on every fuch occalion,

her
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her foreign creditors will be glad to difappoint exchangers, by fur-

niiliing bills for their intereft, or capitals, to thofe who owe the ba-

lance ; the confequence of which is plainly to diminifli the foreign

debts *»

. This circumllance implies no lofs to the nation which is creditor

in the balance of trade, and debtor upon the capitals ; becaufe we
have proved that the price of exchange never afFe(5ls a nation, but

only certain individuals, who pay it to other 3..

This is fufficient, I think, to point out in fome degree the.nature

of a national debt. I come next to examine the confequences of its

conftant augmentation, without proper meafnres being taken^

either to pay it off, or to circumfcribe it within certain bounds.

In what is to follow, I fhall throw all confideration of ca-pitals to-

tally out of the queilion ; and as to the amoimt of taxes, it is quite

indifferent whether the money proceeding from them be in confe-

quence of an improvement made upon thofe already eftabliilied, or

from new impofitions : fuch combinations will come in more pro-

perly afterwards.

If the intereft paid upon the national debt of England,, for ex-

ample, be found conftantly to increafe upon every new war, the

confequence will be, that more money will be raifed on the fub-

fe(5l for the payment of it^ The queftion then comes to be, i. How-

far may debts extend r 2. How far may taxes be carried? And 3.

What will be the confequence, fuppoiing the one and the other car-

ried to the greateft height poflible ?

I anfvver to the firft, that abftradiing from circumftances which

may difturb the gradual progrefs of this operation, before it can

arrive at the ne plus ultra, debts may be increafed to the full propor-

tion of all that can be raifed for the payment of the intereft. As to-

the fecond, How far taxes may be carried, I fliall not here anticipate:

* We mufl; always carefully avoid confounding the grand balance of payments witb

the balance between importation and exportation, which I confider as the balance «£

trade.

the;
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the fcii)je(9: of the following book, any farther thsm. is fiecefffary 'to

jRefolve the queftion before us.

Taxes, we have faid, either affect mcome, or Gonfumption. The
land-tax of England is now at 4 fliillings in the pound, upon a i^p-

pofed value of the property affedted by it, which is all real and per-

fonal eftates, the ftock upon lands, and fome few other particulars

excepted.

This tax may be carried to the full value of all the real eftafes

in England. As for perfonal eftates it never can affecft them propor-

"^ionally ; and that part of the ftatnte of land-tax which paffes everr

year, and impofes 4 Shillings in the pound on perfonal eftates, car-

ries in it a v^ftige of our former ignorance in matters of taxation.

The notion of impofing (fa^o) 20 fliillings in the pound upon the

real value of all the land-rents of England, appears to us perfe(5lly

ridiculous. I admit it to be fo; and could I have difcovered any

argument, by which I could have limited the rifing of the land-tax

to any precife number of fliillings under twetity, I fliould have

ilated this as the maximum, rather than the other.

The fecond branch of taxes comprehends thofe upon confump-

tions, excifes, and the like. The maximum as to this clafs muft;

be determined by foreign trade; becaufe this is afFe<5led in a cer-

tain degree by the price of domeftic induftry. Other taxes have not

this eiOfedl, as we fliall fliew dn its proper place.

But as foreign trade is not eflential to the domeftic induftry, con-

fumption, circulation, Sec. of any nation, as has been proved in

the fecond book^ but only to their increafing in wealth propor-

tionally to other nations :j if foreign communications fliould be cut

off entirely, I perceive no limit to which I can confine the extent of

proportional taxes. Let me therefore fuppofe a term, beyond which

impofitions of all kinds muft come to a ftop, and then afk, in the

tliird place, what. will the comfequenee be ? I anfwer, that the ftate

will then be in poffeilioti of all that can be raifed on the land, on

the confumption, induftry and trade of the country \ in fliort, of all

that



that can be called income, which they will adminifler for the cre-

ditors.

When this comes to be the cafe, debts become extinguiflied of

courfe ; becaufe they come to be confolidated with the property: a:^

cafe which commonly happens when a creditor takes ppfTeffionof

an eftate for the payment of debts equal to its value.

Then government may continue to adminiiler for the creditorSi,

.

and either retain in its hand what is neceflary for the public expence

of the year ; or if it inclines to fhew the fame indulgence for this new
clafs of proprietors as for the former, it may limit the retention to -

a- funo-only. equal to the intereft of the money wanted; and in thac

way fet out upon a new fyllem of borrowing, until the amount of

taxes be transferred to a new fet of creditors. This is the endlefs

path referred to in the ninth chapter of the fecond book,, which after

a multitude of windings returns into itfelf.

A ftate, I imagine, which would preferve its public faith in-

violable, until a period fuch as I have been fuppofing, would run-'

little rifk of not finding credit for a new borrowing. The profpeft

of a fecond revolution of the fame kind would be very dillant ; and -

in matters of credit, which are con^antly expofed- to rifk, fuch-

events being out of the reach of calculation, are. never taken into

any man's account who has money to lend, •

The whole of this hypothefis is, Ireadily agree, deftitute of alL'

probability ; becaufe of the infinite variety of circumftances which •

may fruftrate fuch a fcheme. I only introduced it to fhew where

the conflant mortgaging of a public revenue may end ; and to dif-

prove the vulgar notion, that by contradling debts beyond a certain-

fum, a trading nation tuhich has a great balance in its favour, muft be in-

volved in an unavoidable bankruptcy. To fay that a nation muR
Become bankrupt to itfelf, is a proppfition which I think implies a-

contradi(Slion,
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CHAP. IX.

Of Bankruptcies. '

IN the lafl chapter we have been running through a chain of con-

fequences relative to the increafe of public debts, which appear

as extravagant to us at prefent, as it would have appeared to Dave-

nant, to have fuppofed the debts of this nation to grow up to their

prefent height, without the rilk of involving the"nation in a general

bankruptcy.

But thofe confequences are only contingent. The prefent debts

may either be paid off, or the nation may be involved in a general

bankruptcy. In either cafe, the vail property in the funds, this

great article of permanent income, belonging to natives and to fo-

reigners, mull wither and decay, and at laft difappear altogether.

We may therefore decide, that one of three events mufl happen,

viz. either, i. Debts will fwell to fuch a pitch as at lafl to pay

themfelves: or, 2. The nation will be involved in a bankruptcy:

or, 3. They will be fairly paid off.

The lirfb fuppolition we have examined ; the fecond we are now '

toconfider; the laft will be the fubjecft of the following chapter,

with which I Ihairconclude this book.

I fliall advance no argument to prove that the fclieme of a public

bankruptcy is either lawful, honourable, or expedient, if volunta-

rily gone into by a ftate ; becaufe I think it is diametrically oppolite •'

to every principle of good government. It is a maxirri uncontro-

'

verted, that a contract is binding between the parties contracSling,

and that it ought to be fulfilled in every article. If the public good

be alkged as an overruling principle, to which every other muft'
*

give way, I readily admit the exception. There is another of equal-

"^force, the impoiiibility of performance. When fuch arguments

2. are
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are ufed to engage a nation, to commit a deliberate a6t of bank-

ruptcy, two things mull be examined : the firft, is the interell which

the pubUc has in adopting the fcheme : the fecond, the confe-

quences of it. What reafons a flate may have, I fliall conlider after-

wards ; at prefent, I fliall enquire what might be the confequences

of a general and total bankruptcy in England ; from which we may
gather what difference it would make, were it only partial ; and

by fuch an inquiry, we may be led to difcover the proper method
of breaking faith, in cafe it fliould become unavoidable. This is

what in another place I called bringing credit decently to her grave

;

when after being overftretched, it cannot longer be fupported.

A bankruptcy may take place in two ways : either as a confe-

quence of circumftances which cannot be prevented 5 or by a deli-

berate a6t of government.

Were the trade and induftry of England to decay, the amount of

taxes might fo far diminifh, as to prove infufficient to pay the in-

terell of the national debt, and defray the expence of government.

Were the people to be blown up into a fpirit of revolt againll taxes,

the fame event would probably happen. In either cafe, the natural

and immediate confequences of the bankruptcy would probably

follow one another in this manner

:

if?2o, Every creditor of the Hate would become poorer in propor-

tion to the diminution of his income.

2do, Confumption and the demand for work would diminilli in

proportion to the part of that income withheld, which the creditors

annually expend for thefe purpofes.

3//0, Trade would dlreclly fuffer, in proportion to that part of the

faid revenue yearly thrown into it by the public creditors at pre-

fent ; and it would confeouently fuffer, in proportion to the hurt rc-

fulting to private credit, from the confequences of the bankruptcy.

The creditors then -would lofe all, the trade of England would be

undone, and the multitiides who live in confequence of the demand
for their indullry from the one and the other, would be reduced to

mifery. Thefe immediate effects would firfl manifeft themfeives in

VOL. II. N n n the
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the capital. The confequences would foon be felt all over Eng-

land : a diminution upon the confumption of the fruits of the

earth ; a ftagnation of that commerce which is carried on between

London and the country (which we have feen to be equal to the

amount of all the taxes and land-rents fpent in London) would foon

throw every thing into confufion. But taxes would be aboliflaed : of

that there is no doubt. Let a deliberate bankruptcy take place with-

out any abolition of them by law, they would foon fink to nothing,

from the utter impoffibility there would be found to pay them.

A total bankruptcy, therefore, coming upon England, either

from a decay of her trade, or a diflurbance in colle6ling the public

revenue, would have tlie effedt of plunging the nation into utter

ruin at home: what might be the confequences from abroad, I

leave to the reader's fagacity to determine.

Let me now fuppofe a bankruptcy to take place from a deliberate

act of power, with a view of expediency.

The difference between the two confifts only in this ; that m the.

firft, all the confequences we have mentioned would follow one

upon another, without a poflibility of preventing them: in the

other, a plan to prevent them might be concerted.

Let me then fuppofe, that government fliall find it expedient, at

any time, to ufe a fpunge for the public debts ; that they fhall fear

no external bad confequences, either from the refentment of thofe

ftates who may be hurt by it, or from the ambition of others who
may profit by it ; that they fhall cooly refolve to facrifice the inte-

rell of all the creditors in favour of the whole body ; and that they

lliall deliberate upon the plan to be followed, in order to bring

about fo great a revolution, without elTentially hurting any intereft

in the Hate, that of the creditors alone excepted^

In that cafe, I imagine, they would begin by ordering the amount

of all that is paid to the creditors, to be fet apart as a fund for the

execution of the plan.

They would purchafe all over England, every article of produce

and manufacture which might remain upon hand for want of a

market

:
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market : they would feed all thofe who would be forced to be idle

for want of employment: they would inllantly put proper em-

ployments into their hands ; one week's delay in the execution of

this part of the plan would throw the manufaduring intereft into

fuch confuiion, as to be paft all remedy : they would furnifli cre-

dit to all the merchants fubfifting, in proportion to what they had

loll by the extindion of the funds : they would ellablifh offices

every where, to fupply the wants of thofe who would be totally

ruined, until by degrees they could re-eftabliili confidence, the

parent of trade, the mother of induflry. By fuch precautions, pro-

perly taken, >and properly executed, none would fuffer but the un-

happy creditors and their families, who, from great opulence,

would be reduced to poverty.

As far as human prudence is infufficient for going through fo

great a detail all at once ; fo far would the efFe(?ts of a general bank-

ruptcy add hurtful confequences to thofe which in every cafe are

unavoidable.

Were a ftatefman endowed with the fupernatural gift of turning

the minds of a nation at his will, and of forefeeing every confe-

quence before it happened, fuch a plan might be executed. An-

other who, with the greateft capacity ever man was endowed with,

would, for expediency, not for neceflity, deliberately undertake a

general bankruptcy, I fhould confider as a madman.
I fhould rather prefer to fubmit to the natural confequences

which might refultfrom an accidental bankruptcy, than endeavour

to avoid them by a plan too complicated for human wifdom to

execute.

Let us next fuppofe the fcheme to be fairly executed from a view

of expediency, no matter how, and all inconveniences prevented

during the execution, what would be gained by it ?

If by the fuppofition all taxes be kept alive, for at leaft a certain

time, in order to prevent a total confuiion, certainly no body could

gain during that period ; even the ftate itfelf would lofe, becaufe

every branch of confumption would infallibly diminifli. But that

N n n 2 time

b
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time elapfed, and taxes reduced to the lowell, who would be thg

gainers ? We fhall fee -when we come to the doctrine of taxation-j

that a fudden abohtion c-f them, in confequence of a bankruptcy,

would be advantageous to no body, but ta creditors upon mortgage,

and to the idle: not to landlords; becaufe their incomes would
diminifli more than in the proportion of the prefent land-tax, at

leail tiieir improvements would be interrupted, and their rents ill

paid : not to the manufacturing clafTes ; becaufe at prefent they pay

no taxes, but in proportion to their idlerrcfs or extravagance, as fliall

be proved: the monied interell, not fecured on land, would I fup-

pofe be extinguiflied ; trade and credit at an end. The gains then

I would he confined: to thofe. who have money fecured upon land,

where the capital is demandable. In fuch a fituation, intereft

would rife beyond all bounds ; and a. debt which m.ight have been.

conMered as a trifle before, might then carry off an ellate. The

idle alfo who live peaceably upon a very moderate income, would

find a great advantage from the fall of prices for want of cour

fumption, and from the diilrefs of the indullrious ;. but the indi-

gent poor, who are fupported, from, charity, would fufter : all the

great eftablifliments for labour and induilry, would fall to the

ground: the numbers of poor who are there maintained, would

come upon a fociety, which, is beginning to lofe thofe tender feel-

ings of companion, which are more, common in countries of idle-

nefs, in proportion as mifery is more familiarly before them.-

To fay all-in one word, a total bankruptcy, and abolitionof taxes,

would bring this-nation back to the fituation it.was in before taxes

and debts were known.

Does any body imagine that our prefent fituation is not analogous

to our prefent policy, and that it is poilible that independently of

the fame circumitances v/e fhould long continue to enjoy the ad-

vantages we feel? No: were we in the fame fituation as formei-ly,

we Ihould feel as our fathers felt. They had as good.underftand-

ings to improve their circumllances as we. have ; but they had to

^o v/ith an idle, we with an indullrious common people. Trade

7 and
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and credit have been long at work to perform this gi'eat revolu-

tion : the operation is not as yet compleated, and a total bankruptcy

now would dellroy every good effect for a long time.

Were taxes made to ceafe, the large fums which proceed from

them would difappear entirely. Money would not, as fome imagine,

-

be equally diftributed among thofe who now pay the taxes, and fo

proportionally increafe every man's income. The reafon is plain :

the money paid for taxes, circulates ; becaufe it is demanded.

Were taxes fupprefTed, people having lefs occalion for money than

formerly, would circulate lefs in proportion. It is the neceffity of

paying taxes, which creates this money for the payment of them ;

and when this method of creating is not contrived, the taxes cannot

be paid, as has been often faid. Now it is this great flux of money

from taxes which animates the trade of England: take them out

of the circle, what becomes of the whole ?

To fuppofe, therefore, fo great a revolution in the circulation of

a country, as that produced by the celTation of taxes ; and to fup-

pofe no interruption from it upon the flate of indviilry, and the

employment of the people of this nation, is a propofition I muil

rejeft, as being contrary to ail principles ; and to this among the refc,

that it would be a mofl fudden, and. a mofh violent revolution;

which throughout the whole courfe of this inquiry, we have found

to involve inconveniencies beyond the power of any theory to ex-

tricate.

Upon the whole we may determine, that the fatal confequenccs

of a bankruptcy would be many ; and that the good refulting from

a total abolition of taxes, would be confined to two objedls. i. A
relief to thofe who pay them upon their pofFeflions, or perfons. z. A
diminution of prices in favour of the idle at home, and of trade

abroad: great obje6ts, no doubt, could they be obtained at lefs

expence than the confequenccs of a total failure of public credit and

domeftic induflry. Perhaps when we comxC to examine the prin-

ciples of taxation, we lliall find that taxes do not raife prices fo

much as is generally believed; and thofe which influence the

application
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application of public money, will point out better expedients than

a bankruptcy for compailing thofe great national purpofes.

But let us fuppofe a cafe, which may poflibly happen, as mat-

ters feem to go on. Suppofe, I fay, that by continuing to carry on

long and expenfive wars, the fum of interelt paid to llrangers

fl:iould exceed all that the nation can gain by her trade. In this cafe,

there muft be a general balance of payments againft her every

year, which very foon would manifeil itfelf by the mofl fatal con-

fequences.

The bank of England would be the firft to feel them, by the de-

parture of all the coin and precious metals. Trade would feel them

next, and tken indeed they would become univerfal.

In fuch a fituation, I fairly acknowlege, that I cannot difcover,

any expedient to avoid a bankruptcy. Engaging the foreign cre-

ditors to become citizens, by the allurements of the greatefl: pri-

vileges, and bills of naturalization, are vain fpeculations. Unlefs

fome refource, hidden from me, fliould, upon fuch an occafion,

open itfelf, in the deep recefles of future events, I believe the na-

tion would foon be driven upon the fatal rock of bankruptcy. The

idea of a nation's becoming bankrupt to itfelf, I have always

looked upon as a contradiftion .; but that it may become bank-

rupt to the reft of the world, is quite conliftent with reafon and

common fenfe.

I fhall not take upon me to fuggeft what mode of bankruptcy

would in fuch -a cafe be the heft ; a total, or a partial one. The

partial, I am afraid, would, in England, work efFedls almoft as

hurtful as the other. But if ever the cafe fliould happen, the

only way will be, to watch over every fymptom of the approach-

ing cataftrophe, and to improve circumftances to the beft ad-

vantage.

Of what infinite confequence is it then for a Britifh ftatefman to

inquire into the amount of debts owing to ftrangers, and into the

ftate of the balance of trade ? In fpeaking of exchange, I threw

out many things concerning the idea of putting that branch of bu-

fmefs
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finefs into the hands of the bank, in conjundion with the exche-

quer. Were the ftate brought into the dilemma of either fubniit-

ting to this gradual decline of trade, from a caufe which could

not be removed ; or of being pufhed to the neceility of leaping

into the terrible gulph of a deliberate bankruptcy ; in fuch a di-

lemma, I fay, v/hat infinite advantages might not be drawn from

the management of exchange ?

I have heard it faid, that the debt owing to flrangers was a great

advantage to England ; becaufe it drew people to that market

where their funds are fettled, I allow all the force any one can

give to this proportion : But alas ! what would it avail, whenever

England becomes incapable to furnifh goods equivalent to all her

imports from abroad, added to all. flie owes to her foreign cre-

ditors ?

I am very far from" fuppofmg the prefent fituation of England to

forebode the approach of any fuch difafter ; but it is good to re-

prefent to one's felf fome determinate obje6l, by which we may
judge of our fituation in times to come.

Debts have increafed far beyond the imagination of every mor-

tal. Great xpen have uttered prophecies, which have proved falfe,

concerning the confequences of a debt of one hundred mil-

lions. From this moft people conclude, that they will go on until

fome unforefeen accident fhall dafh the fabric to pieces. I have

been pretending to fliewhow they may go on in a perpetual chain.

But alas ! one fatal combination was there omitted ; and now
that it has been taken in, I think it ferves as a datum, to refolve

the moft important problem of this fcience, viz. How to deter-

mine the exacft extent of public credit. The folution of which is,

That it is not necefiTary that public credit fhould ever fail, from

any augmentation of debts whatever, due to natives ; and that it

muft fail, fo foon as the nation becomes totally unable either to

export commodities equal to all their imports and foreign dtbts,

or to pay off a proportional pan of their capital, fufficieiij.t to turn

the balance to the right fide.

^ From
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From this propofition two corollaries may be drawn.

imo, That the moft important objedl in paying off debts, is to

get quit of thofe due to flrangers.

zdo, That whatever circumilance has a tendency towards dimi-

nifliing the burden of foreign debts, fhould be encouraged.

If it be faid, that whenever our foreign debts exceed the balance

of our trade, the beft way would be to break faith with ftrangers,

and keep it with the fubjetSts of the ftate : I anfwer, that v/ere the

thing poffible, which 1 apprehend it is not, the confequence might

prove equally hurtful.

The greatellof all the inconveniencies proceeding from a bank-

ruptcy, is the ruin of induftry, and the Hop put to circulation. Can

it then be fuppofed, that a country might execute fo glaring a

fcheme of treachery to all her neighbours, and ilill continue her

correfpondence with them in the open way of trade ? Certainly

not. Were all foreign trade to b.e ftopt at once, what a revolution

would it occafion ! The circulation of foreign trade, in the city of

London only, exceeds perhaps the amount of all the taxes. A Hop

put to that would occafion fuch a ftagnation, as would ruin the

nation as much as if the bankruptcy were to become univerfaL

I do not here pretend minutely to trace confequences, which are

infinite : all that can be done, is to fuggeft hints, which every one

may purfue, in proportion to the extent of his combinations-

The intention of touching upon this fubjefl at all, is to fhew,

that the expedient of a fpung,e, which is frequently talked of as a

remedy againfl the confequence of debts, is, perhaps, more dan-

gerous than any thing that can be feared from them. The reafon

is, that the fp.unge implies a more fudden bankruptcy than any

one brought on in a gradual way, by natural caufea.

Were natural and irrefulible caufes to operate a total failure of

all profit upon the trade of Britain, one cannot fay how far the

other nations of Em-ope might not find it their intereft to affifl us,

providing we did our utmoft to preferve our good faith to them.

And as I think I have made it fufficiently evident that nothing

can
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can be gained by openly violating fuch engagements, the bell re

folution a nation can take, is to adhere to them to the tafl extre

mity, and to banifli from their thoughts every idea which may be

repugnant to them.

C H A P. X.

Methods of contraSimg and pay.mg ^ff Public Debts.

E are now to colle<5t together, in one view, the feveral me-
thods of contrading and paying oiF the debts of a nation.

Such methods may be deduced, either from principles, or from
what practice has pointed out.

The foundation upon which public credit is built, is the exift-

ence of a fure and fufiicient fund for performing the engagements

contracted.

When, in the early times of public credit, the repayment of the

capital was the chief object of the lender, a much more extenlive

fund was necelTary than at prefent, when no more is required

than the payment of the intereft. As fuch funds never can be

formed but from taxes, or general contributions from the people,

the greater they are, the larger muft the contribution be. When-

ever therefore there is occafion to contrail debt, the chief obje6l of

a ftatefman's care fhould be, to model the fpirit of his people fo as

to difpofe them to concur in the proper reiblutions to render the

plan propofed as eafy as poffible in the execution.

In the firft place, the body of the people muft be made fenfible

that the confequence of contrading debts muft imply a diminu-

tion upon the income of fome individuals ; but that the fev^rer the

obftacles thrown in the way of the loan are, the lefs will that di-

minution be.

VOL. n. O o o In
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In the fecond place, he mnft gain the confidence of his people,

fo far as to imprefs them with a firm belief that he will -confult

their good, and nothing elfe, in what he undertakes.

And in the laft place, he muft gain the confidence of thofe from

whom he is to borrow ; and convince them that all covenants be-

tween the public and them will be religioufly performed.

, In a limited and free government, thefe three requifites are

efTential to the firm eftablifhment of public credit.

Where the power of the flatefman is unlimited, he may fubfli-

tute his authority over the people, in the place of confidence ; but

with refpect to thofe who are to lend, he will find no room for any

fuch fubftitution : confidence here is the only expedient.

All therefore that is required as to the people, is to enable them

to do what he requires of them.

For that purpofe he muft eftablifh credit with them, for finding

the contributions he is to exaft of them ; becaufe they will have

as much occafion for it, in paying what is demanded of them by

authority, as he liimfelf has in paying what he is obliged to in

confequence of his engagements.

If this general plan be not followed, the confequence will

be, that taxes will fail on one hand, and public credit on the

other.

If all this operation cannot be previoufly concerted, the plan of

borrowing muft be circumfcribed to funds previoufly eftablifhed.
,

When money is borrowed before the fund is prepared, every

obftacle which occurs in eftablifhing it is a drawback upon the

confidence of thofe who lend, and renders the conditions lefs fa-

vourable to the ftate which borrows.

Irf the contract of loan, the firft article to be agreed upon is the

rate of intereft. We have, in the beginning of this book, exa-

mined the caufes of its rife and fall ; and have in general deter-

mined, that when the demand is for borrowing, intereft. rifes 5

when for lending, intereft falls.

As
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hs, the objedl of the borrower is to have intereft low, the ftatef-

man who intends to borrow, muft ufe all pollible means to increafe

the quantity of money in circulation.

Eut if coin alone be ufed as money, and if this coin be fent out

of the country, when borrowed, and if what is fcnt away cannot

be replaced at will, the fcheme of augmenting money becomes

impradicable : it will daily become more fcarce, more difficult to

procure, and intereft muft rife higher every day. Symbolical or

paper money, that is credit, muft then be eftabliflied at home,

upon the firmeft bafis : this will enable every one to pay what he

ovv'es ; confequently, the taxes will be paid, the creditors will re-

ceive what is due to them regularly, money will every year aug-

ment in proportion as debts are contracfted ; and if borrowing do

not augment beyond that proportion, intereft will not rife ; and if

borrowing fhould fall below that proportion, intereft will link.

Is not this whole do6trine verified in the ftrongeft manner by the

operation of the Miffifippi? At the death of the late King of

France, money had difappeared. Some years before, he had, for

feven millions in coin, engaged his kingdom for thirty-two mil-

lions ; upon a diftant fund indeed, but ftill it became a debt to be

paid. Paper money had not been introduced three years, when
intereft fell to 2 per cent. The paper indeed was a bubble in facl ;

but we have fliewn that it became fo from bad management only.

By the augmentation of money, capitals ceafe to be fo valuable.

By the melting down of property, the very capital, though in the

hands of the ftate, may be tiu'ned into money by the creditor,

whenever he has occafion for it ; in the fame way as the coin

which is buried in the vaults of the town-houfe of Amftcrdam, is

conftantly performing all the ufes of circulation.

The method, therefore, of borrowing money to the beft advan-

tage, is previouily to eftablilli a fund of credit, arifmg from

annual taxes ; to provide the people who are to pay them with

money in proportion to their property or induftry ; and to prevent

O o o 2 the
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th^ latter from ever failing for want of the medium, money, for

carrying it on.

So long as intereft Hands high, relatively to other ftates with

which you are at war, throw as much money as poffible into the

hands of your creditors, in payment of the debts already con-

traded ; becaufe the more you thirow in there, the more you will

draw out, if you have occafion to borrow more ; and if you have

no occafion to borrow mt)re, the lower you will reduce the intereft,

by augmenting the fund of maney to be lent.

From thefe principles I conclude, that every nation which fets

out by contrading debts with its own citizens, m.uft beg-i^i-^hj bor-

rowing upon condition of repaying the capital in a Ihort term of

years. This is alfothe beft method to engage the people to con-

tribute largely without murmuring. The reafon is, that wheu

taxes begin to be impofed, the mafs of circulation becomes pro-,

portionally augmented ; and the paying back confiderable fums to

the creditors, pr-eventSj on the one hand, the debts from in-

creafmg fo faft, and fupplie& circulation, and facilitates new bor-

rowings on the other. While this plan of augmenting circulation

is carrying on, the ftatefman muft prevent his expence abroad

from diminifliing it proportionally at home. This is to be accom-

plifhed by opening loans for foreign expence in foreign countries,

and by paying the intereft only of fucliloans, with the greatell punc-

tuality.

The difficulty of performing this, is no argument againft it. It-

mufl either be done, or credit will be hurt ; becaufe without obtain-

ing credit abroad, ir is impoffible to defray any expence incurred

a-broad, beyond what the metals of your country and the exports

from it can pay: that is, in other words, beyond the quantity of

metals exported, and general balance in your favour upon all reci-

procal payments with the world.

If it be faid, that nations never pay the intereft of their debts any-

where but at home, I anfwer, that it is fo much the worfe for them 1-

becaufe wherever the debts or intereft^ is to be paid, the lender

6:. , always
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always ftates his account as if the payment were made in his own
houfe. All the expence to him of fending his money to the place

of fubfcription, and of drawing back his returns, are compared,

with the interell offered by the borrower ; and if upon the whole

he lender finds his account in the bargain, he fubfcribes ; other-

wife not.. Since therefore the money borrowed mull in this cafe be

fent abroad, it is an advantage for the borrower to be under an obli-

gation to provide a method of fending it ; and by that means he

will borrow cheaper than he can do, when he refunds to every,

lender all his expence and trouble in getting his interell remitted

to him.

I am now deducing principles, and therefore fhall not enter inta-

a difcullion of the many objciflions which occur againft this plan,,

from foreign confiderationsj fuch as the facility it might procure

to a llatefman of defrauding his foreign creditors, and feveral others-

which might be formed : all I fay is, that tliis is a cheaper and more,

fyllematical way of borrowing, and. it has this good effe6l, thaL

it conilantly points out the Hate of the^ external debt, from whicli;

alone a bankruptcy is to be feared.

Were a favourable balance to return after an expeniive war, the

payment of this: foreign debt would be the confequence, as much:

as now when the payment is made- at home,, and rather more fo ;

becaufe who ever owed a balance (to England, I fuppofe) wouldi

then pay his debts at London, with money due by England, pay-

able at Antwerp, for example ; confequently, he would transfer at

difcount 5 and v/hen he transferred in favoiu* of an Englifhman,,

the debts may be confidered as difcharged upon the foreign fund,,

and ftated a-new upon the funds payable in London. Could the

payment of the interell of the public debts be rendred fufceptible

of fuch transfers upon all occafions, it would, L imagine, have a.

i'emarkable eifecT; in favour of public credit.

This thought fuggelled itfelf, while I was confidering the fitu--

ation of a country where borrowing is in its infancy ; and it.

occurred as an expedient for preventing foreign expence from draining]
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the country of the money necejjary for circulation at home. ' This, in every

combination of circumftances, is the moil important ob]e6t of a

ftatefman's care, while he is engaged in wars abroad.

Now whether the money of a country be paper or coin, it is

equally taken out of circulation, by every foreign payment. When
it is coin, it goes out of the country, as well as out of circulation

:

when it is paper, it does not go out of the country, certainly, but

by coming upon the debtor in it for payment, it is equally taken

out of circulation ; and what the debtor gives for it (viz. a bill of

exchange upon another country) goes out of the country. And

unlefs that bill of exchange can be paid with value exported in

merchandize, it will remain a debt upon the country, contra(5led

in favour of fome other nation.

This I hope will be fuihcient to recall to mind what has been fo

fully explained in the 1 3th chapter upon banks ; v/here the fame

queflion was ftated with regard to the payments Scotland v/as

obliged to make to England, towards the end of laft war. The fame

principles operate in the cafe before us, and may be applied to

every circumftance of it ; with this difference only, that here the,

ftatefman's intereft is more clofely connc'dled with that of his banks

than was the cafe during the dillrefs in Scotland : becaufe if he-

does not fupport them by a fyflematical chain of condudf, he will

drain the fund of circulation by his remittances ; his credit will

fail ; his taxes v/ill not be paid ; and his people will be opprelied.

But if he purfues his plan fyftematically, circulation will be kept,

full 5 his credit will be fupported ; his taxes will be paid; his

people will be eafy .- becaufe no check will be put either to induftry

or to confumption for want of money ; a great part of the former

folid property will be melted dov/n into money ; whatever part of

that money is lent to the Hate will be, by that operation, confoli-

dated into a new fpecies of property, the public funds ; and if after,

the borrowing fcheme is over (that is, v/hen peace is redored)

circulation flaould be con traded, a part of the money will flagnate

in the hands of individuals, and will, in. their favour, be realized
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in that part of the folid property which was melted down in order

to produce it. That is, lands will be fold by the former pro-

prietors, and will be acquired by thofe who have money not real-

ized in ftock ; and for which circulation has no farther demand.

This is the reafon why, at the end of every war which has run the

nation in debt, lands have conftantly rifen in their value, even

when confiderable quantities of them have been offered to fale.

If it be faid that the flock-holders are thofe whom we commonly

fee buying the lands, and not thofe who have fums not realized .-

I fhall, in anfwer, obferve, that the ftock-holders can only buy

lands by felling their flock, to thofe who have money not realized ;

fo it is flill the money not realized which is employed in buying

every article of folid property : and even after that operation, the

money ftill remains in circulation ; becaufe it is impoflible to real-

ize even paper money itfelf, except when the creditor in it becomes

proprietor of the property upon which it is fecured ; and if the mo-
ney be coin, it is plain that this cannot be realized any farther than

it is by nature. When therefore we fay, that a man realizes his

money, we do not mean any thing farther, than that he gives his

money to another in exchange for folid property. Thus when an

eflate is bought in a country where banks upon mortgage are efla-

blifhed, a part of the price is commonly taken out of circulation

altogether ; becaufe in confequence of the price paid, the bank is

refunded what it had melted down of the land fold ; confequently,,

that paper becomes confolidated a-new, as it were, v^ith the lands

which are relieved of the mortgage.

But when lands are fold in a country where there is no paper,

the price remains in circulation as before ; and if the quantity of

coin in circulation fhould exceed the ufe's for it, a cafe which

feldom happens in thefe days, it v/ould be exported, and realized

abroad.

When this complicated and fyflematical fcheme of credit is not

cftablifhed, the infallible confequence is, that money difappears

:

confequently, interell rifes. The taxes formerly impofed cannot be

paid:
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paid : confequently, it is in vain to feek to augment them .; becaufe

in proportion as they are augmented, they become lefs produdtive..

If money be borrowed iipon remote funds, engaged for other debts

previoufly contra6ted, and if pubUe faith be at all events to be pre-

ferved, the confequence mull then be, that the public will be eat

up by ufurers.

This was the cafe in England during the wars of Queen Anne.

So early as 1706, government, as has been faid, began to borrow

at 6 per cent, upon funds already engaged. What was the confe-

quence ? The exchequer having no money to pay the interefl as it

fell due, paid with tallies ; thefe fell to great difcount, and had

they remaii>ed long in that difcredited «fituation, lending would

have ftopt, or intereft would have rifen, as in France, fo high as to

lofe the name of intereft altogether. This was the cafe, in the

example above cited, when feven millions ready money, borrowed

by the late King of France, became a debt of thirty-two millions on

the Hate.

Upon the occafion above mentioned, government availed them-

felves of the bank of England, as I fay every private citizen fhould

have a power to do, on every occalion,when his credit is good, though

money fliould fail him. They engaged the bank to difcount all

tallies ilTued for intereft of debts j that is, in other words, to turn

thofe fticks into money : but as public credit was fo low that money

could not be found to difcharge even the intereft of the advance

made by the bank, the government confented, that all advances of

that kind fhould bear compound intereft <^uarterly, at 6 per cent.

What a monftrous profit to the bank ! what a charge upon the

ftate ! Had baijks of circulation upon mortgages been eftabliflied

at that time, money would have com« in at a moderate fimple in-

tereft to individuals, who would have availed themfelves of them.,

for the payment of all public burdens. Inftead of which, induftry

was- made to fuffer; the public money did not come in; taxation

ftopt ; expences went on, and deficiencies were paid by the public

at this monftrous charge.

On
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On the other hand, had it not beefi for the aflillance the bank

then gave the ftate, in circulating thofe exchequer taUies, bills, &c.

it is very certain that credit would have failed as totally in England

as it had done in France in 1708, when Defttiaretz undertook the

^ finances. This minifter had no bank to avail himfelf of, and ac-

cordingly he run France in debt at the rate of two hundred millions

of livres per annum, during feven campaigns ; of which, I am per-

fuaded, he did not receive one half, or near it, in elFedive value.

What I have faid will, I hope, be fufhcient to fhew that the only

way for any ftate to borrow, is previoufly to provide a fund for

making good what is agreed upon with the lenders ; and that all

expedients to fupply the want of it will in the end bring great expence

upon the people, either by involving them in an excellive burden

of debts, in cafe public engagements fliould be held facred, as has

conftantly been the cafe in Great Britain ; or by driving the ftate to

a bankruptcy, as was the cafe in France upon the death of the late

King. I call it a bankruptcy, becaufe all that was owing was not

paid. A man who pays no more than 1 9 j-, 11 i.d. in the pound, is

a bankrupt, as well as he who cannot pay one farthing.

I now come to the methods of paying off debts when already

contracted.

Public debts may be divided into two claftes, redeemable and ir-

redeemable. Redeemable debts may be paid off in feveral ways,

which we lliall briefly enumerate before we compare their feveral

advantages.

Firft then, fuch debts may be paid off at once, by refunding to

the creditors the whole capital, with all arrears of intereft.

ido. They may be paid off yearly, according to a certain rule to

determine the preference, and order of payment: for this purpofe,

a determinate fum muft be fet apart as a fmking fund.

^,tio, They may be paid off cumulatively and proportionally every

year, by incorporating the finking fund into the money appropriated

VOL. II, P P P fo^
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for difcharging the inter€fl:, and by placing all tjhat is paid beyond

the interelt, as payment in part of the capital.

^to, They may, be paid in one fenfe, as fliall be farther explained,

by reducing the intereft upon the capitals, without diminilhing,

them.

5/0, Thefin^j be paid off by converting them into annuities for

lives.

6to, And lafbly, thej may be paid off under the value of the capi-

tals, by the means of lotteries ; where the flate may gain what the

creditors choofe to lofe from a defire of gaining,

To one or other of thefe methods may be reduced all the fair and

honeft expedients which a ftate may employ to get rid of their debts,,

without any breach of public faith, or without proceeding to the

extremity cf prefcribing conditions of payment, which the credi-

tors are forced to accept againll their v/ilL.

A^for the irredeemable debts, I apprehend, that, without confent

©f the creditors, no change upon the condition of. loan can juftly

be made-

I fhall next point out the advantages and difadvantages of the

feveral methods of difcharging debts, as they may affedt the fepa-

rate, or cumulative interefl of a ftate.

Were large debts which have fubfiiled for a long time to be paid -

off all at once, it would occafion a fudden and a violent revolution,

which is always attended v/ith inconveniences.

Were, for example, the proprietors of lands to confent to fell off

a part of their eftates for the payment of the public debts, the

quantity of land brought to market, would link the price of it very

confiderably ; from which would arife a great detrira-ent to land^

lords. I ihall not here inquire from whence fuch a fum of money

could come.

Could a treafure be brought from India (let me fuppofe) fufficient

at once to difcharge the debts of Great Britain, circulation would

become fo gluued with.money, that interefl would fall to nothing.

This
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This would be a temporary lofs to all the former creditors, until

they had time to lend to the other flates of Europe, who would, in

confequence of the revolution, fink the rate of intereft upon their

own debts. Something like this was the confequence of paying

off all the debts of France with bank notes in 1720, upon which in-

tereft fell, as we have obferved above, to 2 per cent.

When, in the fecond place, debts are paid off partially every year,

according to a certain rule, it is expedient to have the capitals re-

duced into fliares of a determinate value, as is the practice in

France, that they may be drawn out as in a lottery. The lots drawn

may then be paid, and no detriment will follow to any particular

creditor, more than to another : becaufe if by being paid there be

either profit or lofs to the creditor, it will affe(51: the value of the

whole ftock in proportion. If, upon the eftablifliment of fuch a

plan, the ftock be found to rife, it v/ill be a proof that either the

intereft formerly paid was below the common rate, or that the

credit of the ftate was looked upon as precarious ; if it fliould fmk,

contrary conclufions may fafely be drawn.

This is a common method of paying off debts in France, where
funds are more commonly divided into fhares than in Great Bri-

tain.

In 1759, the King opened a fubfcription for feventy-two millions

of livres upon the general farms : this fum was divided into feventy-

two thoufand actions, bearing 5 per cent, and it was ftipulated, that

upon the renewal of the farms in 1762, twelve thoufand adions

fliould be drawn by lot, and paid off monthly ; fo that in fix months
the whole debt was to be difcharged.

The third method of applying what is annually paid above the

intereft, in extinction of the capital, is the meafure propofed by
Cardinal Richlieu for difcharging the debts of France ; only the

•Cardinal went to v/ork in a very arbitrary way, both in determining

t4ie intereft, and in fixing a value upon, the capital, equally detri-

mental to the creditors,

P p p 2 To
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To apply this to an example. Had England at the time govern-

ment iirft eftablifhed a linking fund, arifmg out of the favings which

were made upon reducing the rate of intereft, from time to time,

continued to pay to the creditors the fame annual fums as formerly r,.

and thereby applied what was paid beyond the intereil, to the pay-

ment of the capital, there could not have been any mifapplication

of the linking fund ; and the debts by this time would have been

greatly diminiflied. Whereas by applying the fmking fund to the

fervice of the year, for the eafe of the people and advantage of the

creditors, the confequences may prove exceedingly inconvenienL

The fourth method of reducing debts is that adopted by Great

Britain, viz. by reducing the intereft paid upon them. From this

we difcover the reafon why taxes, even in time of vv^ar, are feldon^

augmented in this kingdom much above the proportion of the in-

tereft of the money borrowed.

We have, in the fecond chapter of the firft book, boldly declared

this to be againft principles, and the authors of fuch a fcheme were

there ftigmatized as men of no forefight : we now fee how much

peoplf may be miftaken in their conclulions in political matters^

when they are formed upon too narrow combinations.

Were capitals intended ever to be paid, no doubt the conclulion

would be juft ; but if it be refolvedj that capitals Ihall never be con-

fidered as the objedl of attention, and that the intereft alone fhall be

looked upon as the real burden, tlien all payment of capitals is un-

iiecelTary, except lb far as by paying a part of them, it may ferve-

to reduce the intereft upon the reft, by making money regorge in

the market beyond the ufes found for it.

This plan cannot be carried on while a nation is engaged in. an

expenlive war, which abforbs all the money to be lent : but it bcr

comes the objedt of a ftatefman's care, after peace is reftored, and

when trade begins to bring in a balance upon exportations.

We have feen how that balance tends every year to diminilh the

capitals due toJlrangers, and to keep money at home. Then is the

2 time
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rime to extend taxation beyond the ufes found for money to pay the

intercft. Two or three milHons extraordinary, raifed at the clofe

of a war, and thrown into the hands of the creditors of Great Bri-

tain, in extin(5lion of their capitals, would foon engage them to cry

for mercy. They would find no outlet but France for fuch fums ;

and it is precifely after a war, that France is bufy in playing off the

arbitrary operations on her debts, which reduces her credit too low

for any one to truft her with money. Let peace continue for a few

years, confidence will tliere advance apace, and then it will become

more difficult to make money regorge in England..

To fay that taxes are already beyond all bounds, is, in other

words, to fay the nation is no more in a Hate of defence : becaufe

Ihould Britain be again involved in an unavoidable war, the con-

fequence will be, either to render more taxes indifpenfable, or

to oblige the nation to fubmit to any terms demanded by her

enemies.

If it be therefore true, that taxes may fi;ill be augmented, the

moil proper time for augmenting them, is, at the very clofe of a

war .; becaufe then every circumilance favom^s the fcheme, .as we
fhall now explain.

We have faid above, and experience proves the truth of it, that

at the end of a war circulation becomes too full for domellic ufes -,.

and that the fuperfluity of money is realized upon property. This-

is the confequence of a fudden fiop in national expence. Were taxes

at fuch a time augmented, part of this regorging money would find

a vent by the augmentation upon domeftic circulation which taxes

would occafion ; which augmentation would circulate into the ex-

chequer, inilead of becoming confolidated with property, as l>as

been faid, and coming into the hands of government, would be

poured into thofe of the creditors, in payment of part of their capi-

tals. There it would regorge a-new ; becaufe it is obferved, in ge-

neral, that thofe who have property in the funds are not apt to

fquander money when unexpededly thrown into their hands ; on

the-
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the contrary, they are commonly found to live very much within

their income *.

But fuppofe it fhould not immediately regorge, it would then

increafe expence and confumption ; confequently, would advance

induHry, and render every branch of excifes more produdive. In

eveiy combination we can form, public opulence would be aug-

mented : money would regorge at laft ; and then the creditors

would come with their application to government to fufpend the

reimburfement of capitals, and to accept, in lieu of that, a dimi-

nution upon the intereft.

This is the golden opportunity for diminilhing the public burden

occafioned by debts ; and this method of comparing fo delirable an

end, is far preferable to that of compelling creditors to fubmit to a

diminution, by offering a fudden reimburfement, which was put

in pradice in Britain in the year 1 749, as has been obferved. Had

the public waited with patience one year longer, and then thrown

in a few millions more than they did into the hands of the credi-

tors, the propofal of reducing the intereft would have come from

* Experience fhews, that when the debts of a nation have come to a height, the

public creditors become people of great confequence, upon account of ,±he eafe and

affluence of their .circumftances. They are not expofed to the many hidden expences

incident to land proprietors. They are a clafs in the ftate but lately known ; the capita!

of their wealth is hid ; and opinions concerning their figure and rank are as yet un-

formed. Whereas the family of a land proprietor is* known ; his expence may furpafs

that of his predecefibrs without much obfervation ; but if it fhould fall below it, he

commonly finks in the eftimation of his neighbours, who feldom combine circumftances

which can only be gueffed at. An heir to a landed eflate, is bred up from his infancy

with the notion df jiving Hke his father : the fon of a monied man has commonly very

different ientiments ; and even when any of this clafs takes a turn to expence, the

luftre of it is all difplayed round their own bodies ; that is, in their own houfe,

and in their own families : no country feats, hounds, horfes, fervants in every quarter,

family intereft to keep up, little oeconomy in fpending. In a word, every one feels

better than I can defcribe, that landed men commonly exceed, and monied men com-

inonly live within Jheir income.

the
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the other quarter; which in all bargains with creditors is of the

greateft confequence to the debtor.

The fum of intereil thus diminiilied, upon an obligation to fuf-

pend the reimburfernents of capitals for a limited time, three quef-

tions will naturally occur : i. Whether the taxes fliould be dimi-

niflied in proportion : or 2. If they fliould be allowed to fublift with

a view to apply the overplus of them to national purpofes : or 3.

Whether it may not be mofl advifeable to turn fuch a part of the

debts into annuities for lives, as may abforb the faving upon the

former intereft paid. The firft two queilions I referve for the fol-

lowing book, where they will be fully examined ; the laft is the

fifth expedient propofed for acquitting the public debts. As the

nature of it is abundantly evident, I fliall only repeat what I for-

merly obferved, that this method of eftablifhing a finking fund,

has the advantage of being lefs expofed to mifapplications than any

other.

The laft expedient of paying off capitals, below the original value,

by the means of lotteries, fhould only take place after intereft is

brought fo low as to cutoiF any near profpecT; of reducing it ftiil

farther,

I fhall not pretend to guefs at the loweft point to which the rate

.

of intereft may be brought, by the expedients of increafing money
at will, by the means of banks upon mortgage. I have in the

feventh chapter of the firll part of this book, thrown out a hint of ^

a land-bank,, which opens a very wide field of fpeculation ; but in >

this place, it would be unnecefTary to enlarge upon that fubje6t.

Let me fuppofe the rate of intereft brought lower in Britain than

anywhere elfe, it will neverthelefs be fubjeil to periodical rifings,

on many occafions.

Upon every fuch emergency, capitals will fmk in the market

below par.

It is then only that a ftate can have recourfe to this laft expedient

of opening lotteries, and taking in fubfcriptions atthe market price

of the funds fubfcribed into them. And although the annuities to

be
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be paid upon the lottay fund be regulated by the rate of intereft

at the time, and confequently confiderably above the flandard of

the other debts ;
yet the fame methods of reducing it afterwards

will conftantly produce their effefts, and thereby diminifh the ca-

pital by degrees.

In like manner, in time of war, when the public funds fall

greatly in their price, government may open new fubfcriptions,

and receive payment for them in their own paper at the market

price, allowing a fmall premium in the rate of intereft. If the

creditors willingly fubfcribe upon thefe conditions, no violation of

public faith can be alledged. By this operation, the capitals will

be diminifhed, and the advanced rate of intereft paid during the

war, will return upon the peace to where it was : then the new

fubfcriptions may be paid off, or fubfcribed for again at a lower

rate than before.

Suppofe it then refolved, that in time of war, the nation's credi-

tors fhould be allowed, at certain times, to fubfcribe their capitals

in books opened at the bank for that purpofe, one quarter per cent.

above the felling price. Would not this have the good efTecfl of

fupporting the price of ftocks on one hand, and of reducing the

capital of the national debt upon the other ? Example.

Let me fuppofe that in time of war, the 3 fer cents, fell at 74^,

might not government receive them at 75-, and conftitute the new

fubfcription at 4 per cent. ? What intereft could any one have not to

fubfcribe, who at fuch a time intends to fell his ftock ? His 3 pet^

cent, fold to government at 7^-, and turned into a ^per cent, would

afterwards, when fold in the market, produce \ per cent, more than

if it had not been fubfcribed into the new fund.

Perhaps in Change alley, where calculation is carried to the ut-

moft pitch of refinement, even this eventual advantage to govern-

ment might fink the value of the new 4 per cents. Let this be allowed.

The anfwer is, that when people compute with fuch nicety, and

comprehend in their calculations every ciicuraftance the moil mi-

yiute, it is, I think, the intereft of a flare (whofe views fliould

extend
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extend far beyond the period of human life) to grant a premium
upon fuch fubfcriptions more than fufBcient to indemnify the fub-

feribers, according to the moft rigid calculation concerning their

prefent advantage.

The fmalleft profit to be difcovered by the nicefl pen will engage
the monied man to fubfcribe ; confequently, the capitals of debts

may bediminiflied, at a lofs to the public almoft imperceptible.

And for this imperceptible lofs in the mean time, the greatefl na-

tional advantage may be obtained at a diftant period.

It is now full time to clofe this book, which has fwelled far be-

yond its due proportion. The fubjecft of credit and debts is fo con-

nedled with many quellions relating to taxes, and to the application

of their amount, that the connexion of the fubjed: would have fuf-

fered little in blending them together. But as I find it is a great

relief to the memory to interpofe, now and then, a paufe j and as

taxes were intended to be treated of by themfelves, according to

the plan I at firll propofed, I Ihall make, no alteration in it,

At the end of the firil and fecond books, I fubjoined a chapter of

recapitulation ; in the third book, this was fupplied by a very full

table of contents ; here, becaufe of the intimate connection of the

fubjeft of this and the following book, I fhall refer the reader to

the end of the volume, for a full recapitulation of both.

Emdof the Fourth Book,
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INTOTHE

PRINCIPLES OF POLITICAL OECONOMY.

BOOK V.

OF TAXES, AND OF THE PROPER APPLICATION
OF THEIR AMOUNT.

INTRODUCTION.

THE fubjedt of taxes is fo clofely connecSled with every branch

of political oeconomy, that I have not been able to avoid

anticipating a fubjedl, which, according to my plan, is left for the

conclulion of this work.

What has been hitherto introduced concerning taxation, in treat-

ing of indullry, trade, money, credit, and debts, relates principally

to the effedls of taxes upon circulation, prices, and feveral other

things relatively to thofe fubjedls.

What therefore remains, not as yet touched upon, chiefly con-

cerns the principles which determine the nature of every tzi^, rela-

tively to the interell it is intended to afFedt.

I To
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To inveftigate the different confequences of taxes when impofed

upon poffeffions, and when upon confumption, are queftions

which relate dire6tly to the principles of taxation. But in this

book I fliall alfo have occalion to trace out, farther than as yet I

have done, certain combinations concerning the effefts which taxes

have in multiplying the fund of circulation : and as the augmen-

tation of taxes tends greatly to increafe money, I am thence led to

examine, how far the advantage gained by the fuppreffion of taxes

may not be more than compenfated tp a nation, by the inconve-

niences proceeding from fo great a diminution of circulation.

Taxes have all along been fuppofed to enhance the price of liv-

ing ; we fhall therefore have an opportunity of inveftigating the

proper extent to be allowed to that general propoiition.

Q^q q 2
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CHAP. I.

Of the different Kinds of Taxes.

TAXES have been eflabliilied in all ages of the world, tinder

different names of tribute, tithe, tally, impoil, duty, gabel,

cuftom, fubfidy, excife ; and many others needlefs to recapitulate,

and foreign to my fubje^ to examine.

Though in every fpecies of this voluminous category, there are

certain charadleriftic differences ; yet one principle prevails in all,

upon which- the definition may be founded.

I underfland therefore by tax.m its mofl general acceptation, «

certain contribution offritits, fernjice, or money ^ impofed upon the individuals

of a fate, by the aSi or confent of the legifature, in order to defray the ex-

fences of government.

This definition may, I think, include, in general, all kinds of

burdens which can poflibly be impofed. By fruits are underftood

either thofe of the earth, of animals, or of man himfelf. By fer-

vice, whatever man can either by labour or ingenuity produce,

while he himfelf remains free. And under money is comprehended

the equivalent given for what may be exa6ted in the other two

ways.

I have no occafion to confider the nature of fuch taxes as are not

in ufe in our days. Tributes of flaves from conquered nations are

as little known in our times, as contributions of fubfiHence from

the fubje6ts of the ftate.

I divide, therefore, modern taxes into three clafi^es. i. Thofe

upon alienation, which I call proportional: 2. Thofe upon pofTef-

fions, which I call cumulative or arbitrary: and 3. Thofe exa<5led

in fervice, which I call perfonal. Thefe terms mufl now be fully

explained, that I may ufe them hereafter withoufbeing mifunder-

ftood.

A pro-



'Ghap. I. OF POLITICAL OECONGMY. 4^^

A proportional tax prefents a fimple notion.

Jt is paid by the buyer, who intends to confume, at the time of

. the confumption, while the balance of wealth is turning againft

him ; and is confolidated with the price of tlie commodity.

Examples of this tax are all excifes, cuftoms, ftamp-duties, poft-

,age, .coinage, and the like.

By this definition, two requifttes are necefTary for fixing the tax

upon any one : firft, he mull be a buyer j fecondly, he muft be a

Gonfumer. Let this be retained.

A cumulative or arbitrary tax, prefents various ideas at iirft fight,

and cannot well be defined until the nature of it has been ilLulbrated

by examples.

It may be known, imo, By the intention of it ; which is to afFedl the

pofTeflbr in fuch a manner as to make it difficult for him to aug-

ment his income, in proportion to the tax he pays.

2.do, By the objeft, when inftead of being laid upon any deter-

minate piece-of labour or confumption, it is made to affedtpafl and

not prefent gains.

pio, By the circumftances under which it is levied, which imply

no tranfition of property from hand to hand, nor any change in

the balance of wealth between individuals.

Examples of cumulative taxes are land-taxes, poll-taxes, window-

taxes, duties upon coaches and fervants, that upon indujlrie, in

France, and many others.

A perfonai tax is known by it^ affecting the perfon, not the purfe

of thofe who are laid under it. Examples of it are the corvee, in

France ; the fix days labour on the high roads, and the militia fer-

vic€ before pay was allowed, in England *.

Having thus explained what I mean by proportional, cumulative,

and perfonai taxes, it is proper to obferve, that however different

* The corvee in France is the perfonai fervice of all the labouring elafles, for carrying

on public works. Were they paid for in money, it is computed they would amount

to no more than 1 200 000 livres a year. This tax was omitted in the account of the

.French revenue,

thev
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they may prove in their efFe6ls and confequences, they all agree in

this, that they ought to impair the fruits and not the fund ; the

expences of the perfon taxed, not the favings ; the fervices, not the

perfons of thofe who do them.

This holds true in every denomination of taxes. In former days,

when annual tributes of flaves were paid, and even at .prefent

among the Turks, where it is cuftomary to recruit the feraglios of

great men by fuch contributions, I conlider the young women who

are fent, as part of the fruits of the people who fend them. This

is a fundamental principle in taxation ; and therefore public contri-

butions, which necefTarily imply a diminution of any capital, can-

not properly be ranged under the head of taxes. Thus when the

Dutch contributed, not many years ago, the hundredth part of their

property towards the fervice of the ftate, I cannot properly confider

that in the light of a tax : it was indeed a moll public fpirited con-

tribution, and did more honour to that people, from the fidelity

with which it was made, than any thing of the kind ever boafted

of by a modern fociety.

CHAP. II.

Of proportional Taxes, and their proper ObjeSi.

HATEVER exifts for. the ufe of man, fo far as it is confi-

dered as a fund for taxation, may be clailed under the fol-

lowing heads: i. The produce or fruits of the earth; 2. the pro-

duce of the induftry of man ; or 3. his perfonal fervice. Farther,

Fruits cannot be obtained without the neceffary labour of man
and cattle. As this labour prefuppofes all the necellary confump-

tion of maintenance, &c. the produce of the land muft be under-

Hood, with regard to taxes, to be that part of tlie fruits only which

remains
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remains after dedu<5ling an equivalent for all neceffary expences in

making the earth produce them. The net produce alone of the

earth is to be confidered as a fimd liable to taxation ; and every

contribution which bears not a juft proportion to that quantity, is

wrong impofed, as fhall be fliewn as we go along.

Again, as to the produce af work : this cannot be brought into

exillence without fome expence, viz. the maintenance of the work-

man J that is to fay, his food, raiment, fire, lodging, and the ex-

pence he is at for tools, and every other necelTary. This we fhall,

for the future, call his phylical-neceiTary. The value of the work,

over and above an equivalent for thefe articles, is the only fund to

be taxed with regard to the workman.

As to workitfelf, we have feen above (Book II. chap. 26.) in the

general diftribution of things which may be purchafed with mo-
ney, how it was ranged under the clafs of things incorporeal. For

that reafon, the work performed cannot come under taxation ; and

therefore the perfon working, who by work acquires a balance in

his favour, is brought to be afFe6led by proportional taxes upon the

articles of his confumption ; arid when it is found that thefe articles

fuffer no alienation before they are confumed by him, and confe-

quently efcape taxation, then he may either be laid under the cu-

mulative taxes, which will affecSt his wealth, or under the perfonal,

which are paid in work itfelf, and in that refpeft may be confi-

dered as the fruit of the man.

Nothing would be fo eafy as a general rule for impoling propor-

tional taxes, did the labourers of the ground actually confume a

part of the fruits of the earth, and the other induflrious clafTes a

part of their own work, in lieu of this phyfical-necellary. In that

cafe, nothing but what remained of fruits and work, not already con-

fumed by the immediate producers, would come. to market for the

ufe of thofe who do not work ; but who have an equivalent to give

for it, out of the produce of pall indullry. Were that, I fay, the

cafe, then at the time of alienation (or, as we exprelfed it in the

26th chapter of the fecond book, a; the time when the balance of

wealth

k
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wealth is going to turn in favour of the induftrious,. againft the

idle confumer) a tax proportional to the value of the alienation

might, with the greateft propriety, be impofed, as we Ihall prefently

difcover.

This, I hope, will recall to mind the principles deduced in the

chapter above cited, where we made it appear, how the induftrious

clalTes, who furnifh confumable commodities for the price of their

overplus, muft conftantly have the balance of wealth turning in

their favour : and when once they ari;ive at a certain degree of eafs,

proportional to their ambition, then they give over working, and

become incorporated into the clafs of thofe who- have enriched

them.

Thus matters go on in a perpetual circle. The induftrious be-

come eafy, and the public lays the confumers under a perpetual

contribution in proportion to their expence.

The hypothefis we have made, is not entirely agreeable to matter

of fad ; becaufe the operation of taxes is far more complex than

we have defcribed it to be ; but by fimplifying it, as I have done, it

ferves to give an idea of the refult, or general confequence of pro-

portional taxes, which, when properly impofed, do affedt the idle

only, but never the induftrious.

Were, I fay, the operation of taxation as fimple as we have repre-

fented it, nothing would be more eafy than to deduce its principles.

Nothing would come to be refunded to the labourer or work-

man, at the faie of his furplus. This furplus would be equal to

the whole produce of the earth, and whole indiiftry of the country,

deducing the phyfical-neceflary of all the induftrious; and this

phylical-necelTary need not then be deduced; becaufe it is fup-

pofed to be confumed in the very produdlion of the furplus, as

the aqueous part of fea v/ater is confumed before you can have

the fait.

This illuftrates what has been faid, viz. that the fruits of the

earth are only to be reckoned to exift, after deducing the neceftary

expence of providing them. For though in fad a farmer poiTefles

all
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all his crop after harveft, yet part of it, as to him, is virtually con-

fumed out of his own flock, or that of others who • have furniflied

him food and neceffaries all the time it yvas coming forward : con-

feqiiently, that part neither belongs to the ground, or to the farmer.

If it be urged ftill, that the whole mull be fuppofed to exift with

regard to the ftate, I agree to the propolition ; but according to our

argument, it mull not be fuppofed to exift in favour of the ftate, to

,the prejudice of- -the farme-f; for this reafon, that the total of the

farmer's expence muft be underftood to have been taken from the

furplus of other people's induftry, and therefore if the crop be fup~

pofed to exift with refpecl: to the ftate, becaufe it is in the farmer's

yard, the furplus of induftry which he has confumed muft net be

fuppofed -to exift in favour of the ftate, at the fame time. But as

the farmer is fuppofed to have paid the tax upon what he has bor-

rowed and confumed, he mvL^draw it back from thofe who, in their

turn, are to confume his crop : and if he draws it back, he cannot

be faid to pay it, although the ftate profits of it as much as if he did.

Does it not appear from this analyfis, that a ftate can only take

gratuitoufly and proportionally out of the furplus of fruits and in-

duftry ? Now what is here called furplus, relatively to the induf-

trious, is the neceflary fund of confumption for all the rich and

idle 5 confequently, were the ftate to diminifla any part of the qtcan-

tity, the idle and the rich would be deprived of a fufficiency : but

in regard that thofe who do not work give money, which is the

price of all things, in exchange for what they confume, there the

ftate fteps in, and fays, we alk nothing of thofe who have no-

thing but their phyfical-necelTary, this they have been allowed to

take ; we take none of their furplus from them, this we allow them

to fell to you : but as for you, who do not work, and have in your

coffers wherewithal to purchafe the labours of your induftriouS

brethren, this labour you fhall not profit of, unlefs you give the

ftate a certain value out of your wealth, in proportion to the work

and fruit you are going to confume, although you have contributed

nothing towards the prodtidion of it.

VOL. IL R r r Hence
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Hence it appears evident, that without money there could be na

lax impofed : for were the ilate to take their proportion of the real

furplus, and difpofe of it out of the country, a part of the inhabi-

tants v/ould be ftarved. But by an equivalent's being found, quite

different from the furplus itfelf, of no ufe for fubliftence, the

whole produce of induftry is left for the ufe of thofe who have it j

the ftate takes what part of the equivalent they pleaf? from the idle ;.

and no body flarves, but fuch as have not money, nor indullry,.

nor the talent of exciting the compaffion of the charitable.

By this fjmple reprefentation of a moll complicated operation,

.

I have been able to deduce the capital principle of proportional

taxation. If the reafoning be found folid, it may be retained ;

becaufe we: fliall have occafion to recur to it, at almoll every aew:

combination.

G H A P. HI.

wtousy antHow proportional Taxes are drawn hack by the indujlt

how that drawing hack is the only reafm why Taxes raife the..

Prices of Comrn^dities.

WHAT perplexes our notions in the theory of proportional

taxation, is, that the induftrious man, inftead of bringing

his furplus to market, is obliged to bring the -whole of his work.

Let me, thereforCj fuppofe him to be. creditor upon one part of

his work, and proprietor of the other. This will divide it, as it-

were, into two parts, which I Ihall calf (A) and (B)..

(A) reprefents that part upon which he is creditor, and anfwers

to all the expence he has already been at ; that is, to his phylical-

neceflary, as we have called.it. This we have faid, Qught, to be con-

sidered
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iid^red as virtually conftwned by the workman, and if a tax be

I'aifed upon it, it muft not afFe6l him ; that is, he muft draw it

totally back from the perfon to whom he difpofes of it. (B) on
the other hand, reprefents that part of which he is proprietor, to

wit, his profit ; and therefore may either be taxed or not, as the

Hate fliall think fit.

If it be taxed in the hands of the induftrious man, without flifi'er-

ing an alienation, the tax will be of a cumulative nature. If it

be left free to him, and taxed to the perfon who buys it, it will be

of the proportional kind, as we Ihall fee afterwards. Again,

In the firfl cafe, it will check the growing wealth of the induf-

trious man j in the fecond, it will accelerate the difllpation of the

buyer.

Taxes, therefore, of the firfl kind, are proper to be impofed in

countries where -the ftate is jealous of growing wealth, as we have

obferved in the ai'th chapter of the fecond book. If the tax, again,

be laid upon the buyer, then the balance turns in favour of the in-

•duflrious man, in proportion to the full amount of (B), and pro-

duces no other effe<5l than to accelerate the diflipation of the buyer.

Let us now take in a new combination.

If, when the work is brought to market and fold, the price fhall

not exceed the value of the indullrious man's (A), then he is of the

clafs of thofe we call phyfical-necejj'ariamy who accumulate no pjEofits.

If the price of it be lefs than (A), he becomes a load upon the ftate,

a bankrupt to thofe v/ho have fed him upon credit, and will die for

want, unlefs he be fupported by charity.

So far with regard to the feller : next as to the buyer.

The buyer appears at market with his money. When he comes
there he muft give, firft, an equivalent for the prime coft of the

merchandize ; that is, he muft refund every expence necefTarily in-

curred in producing it ; or he muft refund the value of (A). Next, the

induftrious man has a claim upon him for his profits, viz. his (B).

Then comes the ftate, who claims a part of his wealth, in regard

tliat he is going to purchafe what his own induftry has not pro-

H r r 2 ducfd.
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diiced. Tliis is tlie tax ; I fhall call it (C). This tax will be found

of the proportional kind. It will not affedl the growing wealtli of

the feller, but it will accelerate the diffipation of the buyer ; and
wdll pull down the fcale againft him, in favour of the induftrious.

This is a proper tax, in countries where the flate obferves the maxim
of fliaring the wealth of thofe who diffipate.

Let us now take in another combination. Let us fuppofe this

buyer to be an induftrious perfon, and the thing bought to be a ne~

ceilary material for the manufad:ure in which he is employed. Is'

it not plain, that when the fecond induftrious man comes to mar-

ket to fell his work, which lalfo fuppofe compofed' of his (A) and

his (B), that his (A) is a ftill more compounded body? It firft in-

cludes his own phylical-neceflary, as above: 2. the (A) and (B) of"

the man from whom he bought the materials : and 3. the (C) which

he paid to the ftate for the liberty of acquiring what he himfelF

had not produced.

Whoever therefore bu3^s from the fecond induftrious man, muft,

in like manner, refund to him his full (A) ; he muft alfo pay him-

his (B) ; and thea he will find the ftate claiming their (C), as in the'

former operation.

This being done, let us examine the interefts of all partFes. The

firft induftrious man has no reafon to com.plain of the tax ; becaufe

he was paid his neceftary expence (A), and alfo his (B) for his pro-

fit ; and the ftate realized the tax at the expence of the fecond in-

duftrious man, who paid it. Now we faid that the diffipation of

his wealth was accelerated in proportion to. the value of what he

paid for (C) ; but as he is none of the idle, and as the thing bought

was a material neceft^ary for his manufadlure, the fecond buyer

finds himfelf obliged to refund the whole amount of the firft (A),

(B), (C) ; becaufe the fum of them make a part of the fecond man's

(A). Now it is the refunding of this (C) to the induftrious man
which is the only circumftance, from which proceeds the rife in

the price of commodities, in confequence of proportional taxes.

Moreover, the fecond buyer muft pay the fecond induftrious man's

(B), in
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(B), in favour of the balance which is going to turn againil him

;

and lall of all, iie muft pay the fecond (C), which is the fliare the

ftate requires of him, in oraer to accelerate his diffipation.

Now let us obferve, that if the commodity bought by the fecond

.induftrious man, be not neceflary for the exigence of his manu-
facTrure, it cannot enter into his (A\ and therefore muft be dimi-

niftied upon his (B) ; and if his (B) cannot pay it, then he will owe
it to fome body, and for the future muft either abftain from fucli

expences, or leave off working, in favour of thofe who can live

without them.

Let me illuftrate all this by an example.

A tanner fells his leather to a fhoemaker ; the fhoemaker in. pay-

ing the tanner for his leather, pays the tanner's fubfiftence and
profit, and the tax upon leather.

The man who buys the fhoes for his own confumption, refunds

all this to the fhoemaker, together with his fubfiftence, profit, and
the tax upon fhoes 5 confequently, the price of fhoes are raifed,

only by refunding the taxes paid by the induftrious.

But if the flioemaker's fubfiftence fhall happen to include either

tavern expences, or his confumption on idle days, he will not draw
thefe back ; becaufe other fhoemakers who do not frequent the ta-

vern, and who are not idle, will underfell hiin : he muft therefore

take his extraordinary expence out of his profits ; and if his profit

be not fufficient,, he muft run in debt to the tavern-keeper.

The extravagance and idlenefs, therefore, of particular workmen
does not check induftry, nor raife prices ; for thefe will always be in

proportion to demand, and there is no reafon why demand fliould ei-

ther rife or fall, becaufe a particular workman is extravagant, or con-

fumes a commodity not neceflary for his manufadure or fubfiftence.

From this example there arifes a new combination : that in pro-

portion as the induftrious do not confume of the produce of their

own induftry, but come to market with the whole, and then pur-

chafe the work of others, they are confidered, as to taxes, in .the

light of idle confumers, who do not work, but purchafe vv^ith

money
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money the fruits of the induftrj^ of others. By this operation, the tax-

able fund is augmented beyond the extent of the general furplus

called (B). The reafon is plain. Whatever is brought to market

is fuppofed to be furplus, as it may there be bought by the idle, as

well as the induftrious. The only difference is, that the firll do

not draw back the tax, and that the fecond do, as we have already

Ihewn.

From this reafoning we may conclude, that the way to carry pro-

portional taxes to their utmoil extent, is to draw all commodities to

market, to engage every one to carry thither the whole produce of

his induftry, and buy whatever he Hands in need of.

But which way will you engage either a farmer to fell his crop, and

buy fubfiftence from another ; or a flioeraaker to fell his own, and

buy his neighbour's flioes \ The thing is impra6licable ; and were

it attempted, it would prove an arbitrary proceeding, and a cumu-

lative tax laid upon their induftry : a tax which, by the nature of

it, they cannot draw back, as we lliall prefently fee, and from this

circumftance alone proceeds the whole oppreflion of it.

Let me next analizethe price paid by the lafl buyer, whom we

have called the rich and idle confumer of the manufacflure, who

can draw nothing back from any body.

Is it notcompofed of the whole value of the fubfiftence, of thework,

of the profits, of the tax ? The whole reimburfement of all former

payments and repayments lands upon him. Thofe who have been

at all the ^xpence, appear in the light of his fervants and agents,

who have only advanced money upon his account.

How abfurd, therefore, is it either to fay, that all taxes fall ulti-

mately upon land ; or as others, for no better reafon, pretend, that

they fall upon trade. I fay, that this category of taxes which I have

now been defcribing, and which I fhall ftill more fully explain in a

fubfequent chapter, never can either fall upon, or affedl any perfon

feut the idle -, that is to fay, the not induftrious confumer. If there be

found a poffibility for any confumer to draw back the tax he has paid,

1 fay he is of the clafs of the induftrious, in one way or other : and

I farther
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I- farther fay, that fiich a tax raifes the price of the commodity. But

by drawing back, I underftand, that the repayment is an infepar-

able confequence of his having paid the tax. I do not, for example,

fay that a place-man draws back his taxes by the emoluments of

his office : but I fay a brewei' draws back hisexcife by the fale of

his beer.

Let this principle alfo be retained, tliat with refpecH: to the con-

fumption of fuperfluities by the manufadluring clalTes, they mud
be coniidered as being of the clafs of the rich and idle, as much as

the firll Duke in England. When therefore the extravagance of the •

manufacT:uring clalTes becomes general, and when the rate of the

.

market can afford them great wages, relatively to the price of necef-

faries, fuch profits confolidate into the price of the manufa<5lure5

.

according to the principles laid down, in the loth chapter of the

fecond book. The flatefman then mull endeavour to create a com-

petition, by introducing frefh and untainted hands into fuch

branches. . This will be a fure check upon the induftrious, and, if

rightly applied, will prevent all frauds, all pretences for the rife of

the price of labour on account of taxes : and, if carried to the full

extent, will prevent any induftrious perfon from enjoying either

a. day's idienefs, or the fmalleft fuperfluity ; except in confequence

of his peculiar dexterity, or extrinlic advantages.

G H A P. IV,.

Of cumulative Taxes,

ISHALL.not here repeat what I have already ikid conceiTiing

the charadleriilics of this kind of impofition ; but after citing

fome examples, I lliall examine it more clofely, as to its aature

and confequences, -

Tlie
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The mofl familiar examples of it to an Engliihman, are tithes,

landrtax, window-tax, and poors-rates.

The moll familiar examples to a Frenchman, are the Taille, Foiimge,

and UJlencH, (which go commonly together) alfo the Capitation, the

Dixieme, the Vingtieme, and the Indujlrie *.

The nature of all thefe taxes, is, to afFe<ft the pOiTellions, income

and profits of every individual, without putting it in their power

to draw them back in any way whatever ; confequently, fuch taxes

tend very little towards enhancing the price of commodities.,

Thofe who come under fuch taxes, do not always confider that

their pad induilry, gains, or advantages of fortune, are here in-

tended to fulFer a diminution, in favour of the Hate ; for which out-

going they have, perhaps, made no provifion.

When people of the lower clalTes, inftead of being fabje6ted to

proportional taxes, are laid under fuch impofitions, there refults a

great inconvenience. They zxe, allowed to receive the whole profit

of their induilry, which in the former chapter we called their (B),

the ilate however referving to itfelf a claim for a part of it : this, in-

llea-d of being paid gradually, as in a proportional tax, is collected

at tl^e end of the year, when they have made no provifion for it,

and confeq-uently, they are put to diilrefs.

Befides, how hard is it to deprive them of the power of drawing

back what they pay ? And how ill judged to truii money with thofe

* The faille is properly a land-tax, to which men called noile are not fubjefted.

The reafon of which is, that it was originally impofed in lieu of fuch perfonal military

fervices as were peculiar to the lower clafTes.

The Fourage and Uftencil are laid upon all thofe wh,o pay the iaille, and are in pro-

portion to it. The firft is appropriated for the fubfiftence of the cavalry, when they are

in quarters ; the laft for kettles and fmall utenfils for the infantry.

The Capitation is the poll-tax. The Diximes and VingtJemes have been already
.

explained, and tithes are well known to every ©ne. /

The Iiuhftrie is that impofition arbitrarily laid on by the Intendants of provinces,

upon all clafies of induftrious people, in proportion to their fuppofed profits in every

branch of bufmefs.

who
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who are fuppofed only to gain an eafy phyfical-neceflary ? An
equivalent for procuring the articles of eafe and luxuiy, fliould

not be left in the hands of thofie who are not permitted to enjoy
them.

From this we may conclude, i. That the more fuch taxes are

proportional to the fubje6l taxed, 2. the more evident that propor-

tion appears ; and 3, the more frequently and regularly they are

levied, the more they will refemble proportional taxes, and the lefs

burden will be found in paying them. Let me illullrate this by
fome examples.

The ftoppage upon a foldier's pay, either for the invalids, or

Chelfea, is a cumulative tax ; but the method of levying it gives

it all the advantages of one of the proportional kind, ijl, It bears

an exa(5t and determinate proportion to the value of his pay,

2dly, This proportion he knows perfe(5lly. And pio, Inftead of

receiving the whole into his own pofTefiion, and paying the hofpi-

tal at the end of the year, it is regularly and gradually retained

from him at every payment.

Tithes are a cumulative tax ; but they are accompanied with all

the three requifites to make them light j although in other re-

fpe(5ts they are exceffively burdenforae. iji, They bear an exacT:

proportion to the ^rop. 2.dly, This proportion is perfectly known.

Zdly, Nature, and not the labourer, makes the provifion. But

they fall upon an improper object: they afFecT: the whole produce

of the land, and not the furplus ; which laft is the only fund that

ought to be taxed.

The land-tax in Scotland bears, ly?, a very determinate propor-

tion to the valuation of the land ; and has, iiJ/y, the advantage of

being well known to every contributor ; fo that provifion may eafily

be made for it. But the third requifitc is wanting : the proprietor

leaving the public money in his hands, often applies it to private

purpofes ; and when tlie demand is made upon him, he is put to

diftrefs.

VOL. IL S f f The
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The tailk, in many provinces of France, bears, firft, a very' exac^

proportion to the value of the land *.

But in the fecond place, the proportion is entirely unknown to'

the man who pays it ; being nowhere to be feen but in the offices

of the intendant and his deputies.

And in the laft place, the whole payment comes at once.

What hides, and confequently deftroys this proportion, is, that

after the diili-ibution is laid on, as in Scotland, at fo many fliillings

in the pound of valuation, the full fum intended to be 3?aifed does

not come in ; either becaufe the intendant has given exemptions to

certain parifhes, on account of the accidents of fterility, hail, mor-

tality among the cattle, and the like ; or becaufe the property of a

part of the parifli has fallen into the hands of people exempted

from the taille ; or that others, who were really bound to pay part

of it, are become infolvent. The intendant mull then make a

fecond, and perhaps a third general dillribution of the deficiency

upon all the contributors, in the moft exa6l proportion to the iirfb,

but yet by their nature impoflible to be forefeen. It is for thefe

reafons chiefly that the taille in that kingdom is fo grievous.

Thefe fecond diftributions of the tax, ijl, dellroy the proportion

between the tax and the revenue taxed, idly, They make it im-

poflible to judge of the amount of them. And laftly, the demand

comes at once, when, perhaps, the money has been otherv/ife ap-

plied.

The French tax upon induftry is more grievous flill ; becaufe

none of the three requiiites above-mentioned are allowed to

operate.

This tax is fuppofed to be proportional to the profits made upon

trade, and other branches of induftry, not having the land for

* This fort of taille is called tariffee ; becaufe it is impofed according to a valuation

of the land.. ^ It is a late improvement ; but ftill is expoftd to niimberlefs inconveni-

ences, which are mentioned in the text.

? their
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their objed. All merchants and tradefmen, in cities, and in the

country, pay the tax called Indiiflne ; and the reafon given for efta-

blifliing this tax, as I have faid in another place, is in order to

make every individual in the ftate contribute to the expence of it,

in proportion to the advantages he reaps. Nothing would be more
juft, could it be put in execution, without doing more hurt to the

Hate, than the revenue drawn from it can do good.

I fliall now fhew how, in this tax, all the three requifites we
-have mentioned are wanting.

imo, By its nature, it can bear no exadl proportion to the profits

of the induilrious man ; fince nobody but the perfon taxed can fo

much as guefs at their extent.

c udo. It cannot poffibly be provided for, as no check can be put

oipon the impofer, unlefs fo far as general rules are laid down for

each clafs of the induftrious ; and from thefe again other incon-

-veniences flow, as fhall be obferved.

-^t'lo. It comes at once upon poor people, who have been fre-

quently forced to beg for want of employment before the tax-

.gatherer Could make his demand ; and thofe who remain, fre-

quently become beggars before they can comply with it.

I fay, that from the general rules laid down for regulating this

tax, as to every clafs, a workman who has a large family to main-

tain, is'no lefs taxed than one who has no charge but hirafelf : and

it will be allowed, I believe, that the profits of one induflrious

perfon of the lower clafTe-s, is in.no country fufficient to pay any

confiderable tax, and maintain a large family, much lefs a fickly

OAC. I therefore imagine, that cumulative, taxes never Hiould be

raifed upon fuch clafles of inhabitants as have no income but their

perfonal induftry, which is fo frequently precarious.

Merchants alfo ought not to be fubjeded to any tax upon their

indudry. They ought to be allowed to accumulate riches as fail

as they can : becaufe they employ them for the advancement of

induftry ; and every deducStion from their profits is a diminution

upon that fo ufeful fund,

S f f 2
'

When
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When cumulative taxes are laid upon any of the indufbrious

clalTes, they tend to check growing wealth -, and are mofl fami-

liarly impofed in monarchical Hates, where riches are apt to excite

jealovify, as has been obferved.

But as to the clafs of land proprietors, that is to fay, the more

wealthy inhabitants, who live upon a revenue already made, the

impropriety of cumulative taxes is much lefs. They are however

burdenfome, and difagreeable in all cafes, and ought to be di{^'

penfed with, when the neceffary fupplies can be made out by prar

portional taxes, without railing. the prices of labour too high. for.

the profperity of foreign trade.

From the examples I have given of this branch of taxation^ I

hope the nature of it may be fully underftood, and that for the

future no inconvenience will arife from my employing the, term

of cimulati'ue tax. I fhall now fubjoin its definition.

A cumulati'ue tax, is the accumulation of that return tvhkh every indi-

vidual, ivho enjoys any fliperflmty, oives daily to thefate, for the advantages

he receives by living in the fociety. As this definition would not have

been underflood at fetting out, I thought it propet, firft, to explain,

the nature of the thing to be defined.

C H A P. V.

Of the I?K0?ive7iiences which proceed from proportional Taxm,

a?id of the Methods of renKwifig them*

PROPORTIONAL tax, as I have faid^ is that which is-

levied upon the idle confumer, at the time he buys the

commodity; and while, by confuming it, the balance of wealth

.

is turning againft him, in favour of the feller. This tax is confo-

lidated



Chap. V. OF POLITICAL OEGONOMY. ^ci

lidated as it were with the price of the commodity, and muH of

neceffity raife it.

I fay, it is levied at the time of buying, and affedls the buyer,

in confequence of his confumption ; becaufe we have feen, that

when the commodity is not confumed by the purchafer, then upon
a fubfequent alienation he is refunded all he paid* I confider

him therefore, in that cafe, not as paying-, but as advancing it for

another ; and while any part of the commodity remains uncon-

fumed, there ftill remains the equivalent of a proportional pai-t

of the tax in the hands of him who advanced it.

I fhall now proceed^ as in the former chapter, by giving fome

examples of fuch impofitions ; and in examining them- endeayour

to fhew their nature and confequences.

The moft familiar to an Englifhman are, excifes, cufimvs^ malt-

tax, Jlamp-duties^ and the like.

To a Frenchman the gab'elk, the traittes, the aides, tobacco, h.c. *

In all kinds of this impofitioa we find the tax regularly, reim-

burfcd

* Thtgahelle'iz a branch ofthe general farms, and confifls of an exclfe upon fait.

The manufafture of the commodity is in the hands of the farmers ; and they, for a.

liberty to fell fait at a certain price, far above the expence of the manufaflure, pay to

the King an annual revenue of 28 millions of livres.

This I call a proportional tax, relatively to confumers ; although in reality no tax-

gatherers are employed for the colledion of it, contrary to what is the cafe of all ex-

cifes ; which are never farmed by government to the manufadurers of the commodity

taxed.

The iraiites, or, as they are otherwife called, the five great farms, were eflablifhed

by Colbert,, when he took away, a multitude of cufloms paid upon the tranfportation

of goods from one province to another. They anfwer very much to our cuftoms, or

to the duties of tunnage and poundage, and are let to the farmers general for the fum

of 12 millions.

The tobacco is of the fame nature with the fait tax. The farmers general have the-

exclufive privilege of felling it at a price fixed by the King.

For. the farm of the tobacco is paid 1 5 millions.

TJl«i'
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burfed from hand to hand ; it adheres fo clofely to the commodity,

that it becomes as effentially a part of the value, as carriage, pack-

ing, and the like incident charges, enter into the prices of goods.

It never can affedt the induftrious perfon who does not confume ;

and never can be avoided by him who does. Such taxes therefore

neceffarily raife the price of the commodity taxed.

Having already pointed out the principal advantages of propor-

tional taxes, which is to throw the whole of the burden upon the

rich, whom we have called the idle confumers, the better to diftin-

guifh them from the opulent clafs of the induftrious j I muft now

.enumerate the principal inconveniences complained of, from this

mode of taxation^ and trace out the principles from which they

may be afcertained and removed..

The principal incanveniences alledged againft proportional taxes

may be reduced to three :

imo, That they have the effe6t of railing the price of labour, and

the produce of indultry, and thereby prove hurtful to the profpe-

rity of foreign trade.

•zdo, That they difcourage confumption, by carrying the prices

of many things too high for people of a middling rank in life.

3jfi(?, That they are both expeniive in the colledlion, and oppref-

five, from the many reftriftions put upon liberty, in order to pre-

vent frauds.

In analyzing every one of thefe inconveniences, it will be proper

to inquire, how far the conclufions againfl thofe taxes are drawn

from matter of fad: ; how far from plaufible appearances only
;

The aides refemble our excifes more than thofe we have mentioned. They confift

in duties upon hquors, either brought into towns, or fold by retail in public houfes

;

and upon all articles of food fold in corporations, except grain of every kind, which

is free. They comprehend alfo a multitude of other duties fuperfluous to enumerate.

They are colledted by tax-gatherers at the gates of every town, who alfo have accefs

to all public houfes, where retail is laid under additional rates. The aides are farmed

at 38 600000 livres. Thefe were the rates in the farms let in 1755. They have

been fince augmented in 1762, as has been obferved.

and



Ghap. V. OF POLITICAL OECONOMY. 503

and fo far as they are real, not imaginary, to difcover the methods

of reiiioving them.

As the firil inconvenience lies in railing the price of all kinds of

labour, and coafequently of manufadlures, I mull dillinguilh be-

tween the confequence of raifmg prices at home, and of raifmg

them upon articles of exportation ; and I mufb confider the one

and the other relatively to the collective body of a Hate, and not to

fome few individuals in it.

High prices at home are no difcouragement to the indullrious,

mofl certainly, however difagreeable they may prove to confumers ;

and while they Hand high, it is a proof that the demand of the

confumers does not diminifh.

High prices upon goods to be exported, are to be judged of by

the proportion they bear to thofe in other countries.

Now the price of a manufadlurer's wages is not regulated by
the price of his fubfiftence, but by the price at which his manu-
fa6lure fells in the market. Could a weaver, for example, live

upon the air, he would fbill fell his day's work according to the

value of the manufadlure produced by it, when brought to mar-

ket. As long as he can prevent the elFeds of the competition of

his neighbours, he will carry the price of his work as high as is

confident with the profits of the merchant, who buys it from him
in order to bring it to market •, and this he will continue to do,

until the rate of the market is brought down.

It is therefore the rate of the market for labour and manufac-

tures, and not the price of fubfiilence, which determines the

llandard of wages. Were proportional taxes to raife the price of

fubfiflcnce, and by that circumllance to difcourage nianufa'flures,

we ihould fee the generality of workmen living with fobriety,

depriving themfelves of fuperlluity, confining themfelves to the

plain but fufileient phyfical-necellary, working with all the afll-

duity that a man can fupport, and Rill not able to fupply the mar-

ket at the ordinary rates.

When
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When ia any country the work of manufaifturers, who live

luxuriouily, and who can afFord to be idle fome days of the week,

and Hill live upon their wages, finds a ready market, this circum-

iVance alone proves beyond all difpute, that fubfiftence in that

country is not too dear, at leaft in proportion to the market prices

at home ; and. if taxes on confumption have, in fac^, raiCed the

price of neceffaries, beyond the former flandard, this rife cannot,

in fad, difcourage induflry : it may difcourage idlenefs ; and idle-

nefs will not be totally rooted out, until people be forced, in one

way or other, to give up both fuperfluity and days of recreation.

People are very apt to draw conclufions from what they think

ought to be, according to the particular combinations they form

to themfelves ; and for this reafon it is generally thought, becaufe

taxes are higher in England than in fome other countries, that

foreign trade lliould therefore be hurt by them. But the floth and

idlenefs of man, and the want of ambition in the lower clafles to

improve their circumftances, tends more, I fufpec^, to circum-

fcribe the producftions of induflry, and thus to raife their price,

than any tax upon fubfiflence v/hich has been hitherto impofed in

that kingdom.

The whole of this docflrine is proved by experience, and is con-

firmed by our natural feelings. Many have been amazed to fee how
\vell the manufaduring cla,fi"es live in years of fcarcity, which

frequently have the effed of doubling the price of the moil necef-

fary articles of fubfiflence. Are they not found, in bad years,

more aiTiduous in their labour I Do th^y then frequent ale-houfes,

as in the years of plenty ? Are they found idle one half of the

•week ? Why ihould a tax laid on by the hand of nature prove

inch a fpur to induflry ; and another, fimilar to it in its efFecfl, laid

on by the hand of man, produce fuch hurtful confequences ?

Were a trad of bad years, I dare not fay an increafe of taxes, to

continue long enough to biing manufadurers to a habit of fo-

Jjriety and application, a return of plenty, and low prices, would

6 throw
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throw into their coffers, what many of them diflipate in riot and

prodigality.

Even this conckifion will be too general, if eveiy combination be

taken in. Manufadurers there are, who work hard, and live fo-

berly fix days of the week, and who at the end find little fuper-

fluity, notwithftanding the high price of labour. Alas ! they

have many mouths to feed, and only two hands to fupply the ne-

ceffaries. This is the fatal competition fo much infifted on in the

firft book, and by which a door is opened to great diftrefs. Either

the immarried gain what the married fliould, and become extra-

vagant, or the married gain no more than the unmarried can do,

and become miferable.

The average between the two ought to determine the rate of

wages in every modern fociety.

The remedies for this unequal competition, flowing from the

happy liberty we enjoy, have been confidered in another place.

The inconvenience here under examination will not be removed

by an abolition of taxes j nor will it increafe by the augmen:ation

of them, as long as manufadlurers, upon an average, enjoy fu-

perfluity and idle days.

Under thefe circumftances I conclude, that if foreign trade

fuffers by the high prices of commodities in our markets, the

vice does not proceed from our taxes, but from our domeftic

luxury, which fwells demand at home. Were we lefs luxurious,

and more frugal in our management in general, all claffes of the

induftrious, from the retailer down to the loweft manufacfturer,

would be fatisfied with more moderate profits. Let not, there-

fore, a ftatefman regulate his condu6l upon fuppofitions, nor

conclude any thing from theory, nor from arguments a priori,

drawn from the fuppofed effedls of taxes ; but let him have re-

courfe to information and experience concerning the real ftate of

tlie matter.

Let him inquire what are the prices abroad ; what are the prices

at home ; how thofe who work in exportable commodities live ;

VOL. n. T t t what
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what fupei-fluities they enjoy ; and what days of idlenefs they inr

4ulge in.

If he finds that goods are not exported^ bec-aufe of high prices,

while manufa6lurers are enjoying fuperfluity, and indulging them^

felves in idlenefs, let him multiply hands, and he will reduce

them all to their phyfical-necefTary ; and by thus augmenting the

fupply, he will alfo reduce the prices in his markets at home.

If he wants to reduce prices ftill lower, in favour of exportation,,

but finds that he has occafion for the amount of certain taxes,

which enhance the value of this phyfical-necefTary, to which he

has reduced his induftrious clafles, then let him grant a bounty

upon the quantity exported, more than equivalent to all- th-e taxe.s

paid by thofe who provide it ; and let the people at home continue to^

pay dearer than llrangers, in favour of the ftate. If you only want

to promote exportation by lowering prices, there will be no occa-

fion to lower them univerfaliy, any more than there is occafion to

put a large plaifcer over the whole body, to. cure a fmall pimple on

a particular part of it.

I have faid, that while the rate of the market remains the fame,

fo will the prices of every part of labour and induftry, which

enters into the compofition of the thing brought to market. This

- is confifl:ent with reafon, and experience proves the truth of it

;

becaufe we do not fee wages fluduate with the price of living. If

they do not fiuduate in that proportion, how can we conclude that

a rife in the price of fubfifience, occafioned by taxes, fhould raife

%vages more than when the price is raifed by a natural fcarcity. It.

may be anfwered, that the impofition of a tax gives a general

alarm ; the efFed it muft have upon prices is immediately felt

;

and manufadurers then infift upon an augmentation : whereas,

when nature either produces the fame, or even a greater effecT:,

people fubmit to what they think comes from the hand of God,,

and content themfelves with the hopes of better times. I Ihal.l

allow this argument all its force. But I muft obferve, that when:

^lanufadurers can thus capitulate with their employers, and infift

7 upon
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upon an augmentation of their wages, the demand of the market
mull be greater than the fupply.from their work. This is the cir-

cumftance which raifes the price of labour. Let the demand of

the market fall, the prices of labour will fall, in fpite of all the

reafons which ought naturally to make them rife. The workmen
will then enter into a hurtful competition, and ftarve one another,

as has been often obferved. Let . the demand of the market rife,

manufadurers may raife their wages in proportion to the rife of

the market ; they may, in the cheapeft years, enjoy the highelt

wages ; drink one half of the week, and laugh at their employer,

when he expefts they fhould work for lefs, in order to fwell his

profits in the rifing market.

I have endeavoured to throw this queflion into different ftiapes-,

the better to apply different principles to it ; and upon the whole,

I muft determine that proportional taxes will,

I mo, Undoubtedly raife the price of every commodity upon
which they are properly and immediately impofed ; and if they

be laid upon bread, and other articles of nourifhmenr, they will

direcT;ly raife the price of thefe articles in proportion; but the

price of labour will be raifed confequentially only, and according

to circumflances.

That if taxes be laid upon the day's labour of a man, they will

raife the price of that day's labour. What I mean by this, is, that

if every one who employs a man for a day, were obliged to pay

a penny to the flate, for a permiflion to employ him, the employer

would charge a penny more at leaft upon the day's work performed

by the labourer. Were a tax equivalent to it laid on the labourer

by the year, it would be of a cumulative and arbitrary nature,

and would not raife the price of his wages in proportion ; but

were it laid upon the workman at a penny a day, and levied daily,

in this cafe, he might raife his wages in proportion. But this is

not the pracTiice any where.

2do, The price of fubfiftence, whether it be influenced or not by

the impofition of taxes, does not determine the price of labour.

T t t 2 This

k
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This is regulated by the demand for the work, and the competition

among the workmen to be emplo^'-ed in producing it.

^tio. If wages rife beyond the phyfical-neceirary of the work-

man, they may be brought down by multiplying hands, but never

by lowering the price of neceflaries ; becaufe every man will

make a profit of the low price, but will regulate his gain by the

rate of demand for his labour.

4^(3, If, therefore, the price of his phyfical-necelTary be raifed

upon him by the effe6: of taxes, he mull work the harder to make
it up.

Sto, If hands increafe, after he is reduced to his phyfical-necef-

fary, the whole clafs of the manufacturers will be forced to

flarve.

6to, The increafe of hands means no more than the augmenta-

tion of the quantity of work produced. If, therefore, the fame

hands work more than formerly, it is the fame thing as if their

numbers were increafed.

From thefe pofitions it feems to refult, that whenever it is found

that manufa6lurers enjoy wages more than in proportion to their

phyfical-necefTary through the year, reckoned upon the general

average of married men and batchelors, the method of reducing

them to the proper ftandard, is either to multiply hands, if you

want to reduce prices in your own market, or to augment the

price of their phylical-neceflary, if you incline they Ihould remain

the fame. When the hands employed are really diligent, and

prices ilill too high, then it may be expedient to increafe their

numbeTS, providing they enjoy confidcrable profits. This will cut

them off, and reduce the price of commodities ; becaufe it will

augment the fupply.

When the hands employed are not diligent, the firft expedient is

to raife the price of their fubfiflence, by taxing it. By this you
K-ever will raife their wages, until the market can afford to give a

better price for their work. If, when they are brought to be fully

employed, you incline to fmk the price of labour univerfally, you

3 muft
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mull take off fome of the impofitions which afFedl fubfiftence, and

at the fame time gradually throw in frefli hands, in order to pro-

mote competition, which alone will force them to lower their

prices in proportion. The whole delicacy of this operation is to

prevent competition from taking place after the induftrious are re-

duced to moderate profits ; and to promote competition, or to raife

the price of their fubfiftence, until they be brought to the proper

flandard. Having iniifted fo fully upon thefe principles in the

xviiith chapter of the fecond book, I here refer to it.

I have faid, that the price of work is not regulated by the price

of fubfiftence, but by the price of the market for the work. Now
I fay, that the price of the market may in a great meafure be in-

fluenced by the price of fubfiftence. This is a new combination.

The firft propofition is undeniable. The price of the market at

all times regn.lat£s the price of work ; becaufe it regularly makes ic

flu(5tuate, in proportion to its own fluduations. The price, again,

of fubfiftence only influences it ; becaufe two circumftances may
deftroy that influence. A high demand for work will raife the

price of wages in years of plenty : a low demand will fink the

price of wages in }^ars of fcarcity. When therefore it is faid,

that the price of fubfiftence hifluences the rate of markets, we only

mean, that the average price of fubfiftence, when good and bad

years are taken together, have a certain influence in regulating

prices. But this average price of fubfiftence cannot every where

regulate the value of work, as the average price of a fliip's cargo

ean regulate the price of every part of it ; becaufe the variations

there are at too great a diftance of time, to be able to compenfate

one another with refped to all the manufaduring clafles of a

people.

Could a plan be concerted, either to preferve the price of grain

at one uniform ftandard, or within the limits of ij or perhaps 20

per cent, at all times ; and were this to be executed by the afliftance

of a tax at one time, and a bounty as it were at another ; it would

certainly have an admirable effect in every induftrious nation. It

would
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would in a manner take away the difference between good and bad

years. The induftrious finding themfelves fubfifted at all times

nearly at the fame expence, would not feel thofe alternate motives

to be idle and extravagant at one time, and diligent and fober at

another.

I have enlarged fo much upon the nature of this firll inconve-

nience proceeding from proportional taxes, that I have left myfelf

very little to fay as to the fecond, which is,

ido, That they difcourage confumption, by raifing prices too high

for people of a middling rank in life.

In anfwer to this, I mull obferve, that all the amount of propor-

tional taxes is refunded to the induftrious confumer, fo far as they

are raifed on articles lucejfary for his fubfiftence ; and when he is

either idle, or confumes a fuperfluity, he is clafled along with the

idle and rich. Now if the rate of market prices be high, relatively

to the income of certain individuals, it can only be becaufe the

fupply of the things they want to confume is not above the propor-

tion of the demand of thoie who are richer.

If, therefore, the rate of the market affords fuch profits to ma-

nufa6turers as to render them idle and luxurious, how can the

augmentation of thefe profits, by the abolition of taxes, and confe-

quent diminution of the price of fubfiftence, ever diminifh the

competition of the rich, unlefs the fupply be augmented \

But if the high prices of our own markets cut off the demand of

ftrangers, then every principle laid down in the loth and i8th chap-

ters of the fecond book, muft be applied to bring them down: and

fo far as taxes, which are impofed either to fupply the exigencies

of the ftate, or to cut off confolidated profits, enjoyed by manufac-

turers in confequence of our own extravagance, have contributed

either to raife them, or to fupport them when raifed, above the

foreign ftandard, a full equivalent, in the way of bounty, muft be

given for them, in order to bring the exportation price of goods

below the level of foreign competition.

I come
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I come now to the laft inconvenience alleged againll proportional

taxes, to wit, the expence of colle6ting them, and the oppreffion

which is a confeqiiencc of the many reitridtions laid upon liberty,

in order to prevent frauds.

As to the expence of colle6lion, it is entirely in proportion to the

difpofition of the people to defraud the public^

In France, the colle<5ling the branches of cumulative taxes, fuch

as the general receipts, comprehending the taille, poll-tax, &c.

cofls the ftate no lefs than lo per cent, or two fols in the livre, which

is fuperadded to thofe impofitions, in order to defray that expence.

Whereas in England the expence of coUecSling the excife, admini-

fhred by commiflioners, who a6l for the public, not by farmers who
a6l for themfelves, does not cofl above 5/. 12 s. 6d. in the 100/.

This matter of fa6l is fafiicient to prove, that excifes, when under

a proper adminiftration, are not fo very expenfive in the collection

as is generally imagined ; and they would ilill be attended with

lefs expence, were fome proper alterations made in the prefent me-

thod of impofmg them. This will appear as-we go along.

The oppreffion of levying excifes does not, in any proportion, fo

much afFe^l: thofe who really pay them, as thofe v/ho only advance

them for the confumers.

This diflindlion which we have already made, will appear well

founded, upon examining the complaints which are commonly

made againft the coUe6lors of this duty. ''''

We have feen that in the taxes upon fait and tobacco in France,

there are no duties coUefted upon the people ; the farmers of the

fait have all the fait marflies and fait pits affigned to them by the

King ; no perfon, not privileged, is allowed to make fait for tlie

confumption of thofe provinces which are fubje(5ted to the Gabelle.

In like manner the diflribution and fale of tobacco is exclufively

in the hands of the farmers : they buy it either from Great Britain,

or from the Dutch at fecond hand; they manufacT:ure it themfelves,

and fell it over all France, at the price fet upon it by the King; and

we faw", that during the laft war, they paid thirty millions down

for a permiffion to raife the price of it 10 per cent, during ten years.

This
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This price fixed upon the fale of tobacco, anfwers exadly to what
we know under the name of alTize, which ought conftantly to

attend all excifes *: for want of obferving exadlly that regulation,

the publicans and victuallers in England raifed the price of their

ftrong beer one halfpenny per quart, in confequence of an addi-

tional duty of three fhillings /)^r barrel impofed ^rwzo 1761, which

is at the rate only of one farthing per quart f.

When the fale of an excifeable commodity is vefted in a com-

pany who manufafture it, by exclufive privilege, the whole oppref-

lion of colle6tion is avoided ; becaufe the company itfelf then pays

the duty, and they draw their reimburfement from proportional

profits on the fale of the goods.

This is the greateft advantage of the farm above the public ma-

nagement of a tax.

* When excifes are impofed upon any commodity, it is contrary to all principles in

fixing the afTize, not to fuperadd the whole duty impofed to the former felling price.

This however is fometimes omitted, with an intention to make part of the duty fall

upon the manufafturer, to the eafe of the fubjeft. The confequences are,

\mo. The manufadlurers blow up the fpirit of the people againft the tax, who never

would think of making an outcry, were they not excited to it by the interefted motives of

the manufacturers. Were high profits allowed on impofing the tax, manufadlurers would

be quiet : and if the profits were afterwards found to be too high, it would then be a

popular meafure to reduce the felling price, and alfo a means of fetting people on the

fide of government, againft the manufafturers, who are their real tax-gatherers.

2do, It is impoffible to compafs the end propofed, A proport'onal tax, rightly

impofed, mull be drawn back -, and all attempts to prevent it, only occafion a muki-j

plication of frauds, and a bad manufadure.

In fixing afTizes upon the manufadlure of goods, which in different years vary in

their price, regard fhould be had to fuch variations ; otherwife the manufa<5lurer is

diftreffed, and the public is ill ferved : and the one or the other happening, the people

are animated againft fuch duties.

The only expedient to (hare the profits of the manufaflurers of excifeable commo-

dities, is to lay them under fome cumulative tax which they cannot draw back, fuch

as making them pay for a licence.

f It muft, however, be obferved, that the price of beer was not raifed, either by the

brewers, or by the viduallers, on account of the additional malt-duty, anno 1760.

When
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When cxcifes are levied upon- thofe who manufa6ture the com-

modity Gxcifed, the oppreffion of the laws falls upon the manufac-

turers, although they only advance the tax, and draw it back from

the confumers upon the fale of the commodity.

It is greatly for the advantage of every confumer in the kingdom,

that no fraud in the coUeftions fhould pafs unobferved ; becaufe

all the profits arifing from frauds belong to the manufa6lurer,

who in reality is the tax-gatherer, as much as the farmers in France,

when they fell their fait and tobacco. But as the farmers appear in

the light of King's officers, and that the collectors feem to bear hard

on thofe with whom they live, people fooliflily imagine, that were

brewers, for example, more gently dealt with, beer would come the

cheaper to themfelves. This is a mere delufion ; becaufe no brewer

\vhatever will fell his beer cheaper than either an affize, or the ordi-

nary rate obliges him to do, let his profit, from frauds, be ever fo great,

and his addrefs in committing them ever fo fuccefsful ; and the lefs

productive the tax turns out to be, the more the other impofitions upon

the people muft be augmented, in order to make up the deficiency.

If we compare therefore the oppreffion of excife-laws felt by thofe

who only ad-uance thefe impofitions, with the eafe which the con-

fumers find who really pay them, we may judge of the advantages

which the proportional taxes have over the cumulative.

The excife, as paid by the brewer, is really of the cumulative

kind. The excifeman demands money of him, at a time when no

alienation takes place, and perhaps when he is not prepared to make
the advance for his cufl:omers, who muft refund it to him with

profit: befides the hopes of being able to defraud is difappointed,

and it is always difagreeable to be difappointed in what we either

wifh or hope.

Were all mankind honell, the inconveniences of levying fuch

taxes would be lefs ; but as that is not the cale, mcrbcds mull be

fallen upon to difappoLnt the intention of comniitiing fraud. The

only way to accomplilli this, is, to render it difiicult and dangerous.

^Yhile every individual has a liberty to manufacture an excifeabb

VOL. IL U u u commodity
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Gommodity in whatever place he thinks fit to enter for that piir-

pofe, when every one has a liberty to fell liquors,, which, upon
retail only, are fubjec5ted to excife (as is the cafe in France) mull

not coUecftors be multiplied in proportion to the occupation which

fuch policy implies ? And will not thefe collegers oppofe frauds to

frauds, in order to profit by them, at the expence of the merchant

©r manufacturer ? This will fow difcord and hatred between two

clafTes of the fame fociety, and thereby the flate is hurt. All dii-

Gord hurts a flate, as it does a. private family.

It is out of my v;ay to lay down plans for preventing fuch ineon-

venienGes. It would require an intimate knowledge of every cir-

€umftance relating to the countiy /or which, the remedy is in-

tended.

Ilhall therefore endeavour only to throw out fome ufeful hints,

l^y mentioning the impofitions where the inconveniences in levying

are the leaf! -, and by comparing thefewith other impofitions-, where -

the oppreflion in levying appears to be greater, the contraft of cir-

cumflances will fuggeft the principles upon which a plan might.be

formed.

There are many more frauds and difficulties in collecflingexcifes

in the country than in cities, from the number of manufadturers

employed in them. It is jult fo with the aides in Erance, from the

mumbcr of retailers. There are very few frauds and little dififieulty

in gathering the malt-tax ; becaufe the object is unwieldy, and

the places of manufacTiure are fewer.

The frauds upon tobacco and. fait in France, do not proceed'from'

thofe who manufad:ure them, but from; thofe- who introduce

foreign goods to fupply the place of thofe manuf?.<51ured by the

company. This fhews that excifes fliould be made as general as-

pofiibleoYer a country ; becaufelocaf exemptions introduce, as it

were, a foreign country into the center of a. flate.

Stamp-duties are feldom defrauded by forging the flamp ; but in

Erance, where they extend to almoft every deed of alienation^ the

public is defrauded by private bargains..

A Gufloms
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Cufloms are defrauded by the liberty given to trade in every port

;

and from the want of convenient public magazines, as a proper

repofitory for all goods brought by fea.

It may be faid, in general, that frauds are mofl frequent upon

the new eflablifhment of taxes ; that thofe who complain moil: of

the oppreflion of them, are precifely thofe who have the leaft rea-

fon for it; and that the caufe of their complaint proceeds

I'ather from the inconvenience in paying when they are not pre-

pared, and the difappointment in defrauding, than from any

real oppreffion arifmg from the laws of excife: the hardfliips of thefe

laws are owing to the neceflity of general rules to prevent frauds j

and fuch rules would be iinnecefTary, could the liberty of commit-

ting frauds be circumfcribed.

One very good method of raifmg proportional taxes, without

great expence or oppreffion, when the lituation of a country will

admit of it, is to levy no fuch duties, but at the gates of towns and

villages, vi^hich in this light appear to be political inclofures. At

thofe gates every produce of the^lands, and every manufadure not

made in the town, might pay a tax upon coming in ; every manufac-

ture made in the town, might pay a tax on going out : all fruits con-

fumed in the country might be free j all manufadtures made and
confumed in the towns might be free alfo. If weconfider the quan-

tity of exchange between the inhabitants of towns and thofe of the

country, and between town and town ; that fund, I believe, would
be found fufficient to raife more by proportional taxes than what is

raifed in any country in Europe.

A fecond method of diminifhing the expence, and alfo the bur-

den of proportional taxes, is to exa6t nothing of the manufadurers,

but to prohibit the delivery of the manufaeflure to any one who does

not prefent a permit from the excife office, lignifying that the tax

lias been paid. This is the method obferved in the Auftrian low

countries, where excifes are carried to a very great height. There

the tranfporters or carriers of excifeable goods, are formed into a

corporation, and none elfe dare to tranfport them.

U u u 2 Whoever
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AVlioever has fccn the ex'tcution of thofe regulations will not be

"very fond of them , but die inconveniences wliich occur proceed'

from the poliiical iitiiation of all thofe towns, the public debts of

-which are fo enormous, that to pay the interefl; of them excifes have

Ijcen carried fo high as to banilh manufa61:urers into the country,

where few excifes are levied. It is from the country and many con-

fiderable villages, which have not tlire privilege of running in debt,

that the manufaftures of that country are carried on. No induf-"

trious man can afford to live in the towns of the Auilrian-Nether-

lands, except he who fupplies their confumption y and in no. place,,

I know of, is work fo dear as there.

Were great excifes levied upon the furnifliers of the goods, as is

the cafe in Great Britain, and were as little reflraint laid upon their-

frauds, thofe durties would not produce what they do; and the

oppreffion would be intolerable ; whereas by the policy eftabliflied,

,

nothing but the high price of goods is complained of. A third me-

thod of avoiding both expence and oppreffion in levying propor-

tional taxes, would be to confine the fabrication of all articles,

charged with them to certain places properly inclofed; Were thofe

undertakings few and large, were fpacious magazines of all forts

prepared, at the public expence, in all fea-port towns, and fur—

rotmded with walls, an entire liberty might be allowed within the

inclofures, and no queflions would be- afked, but on going in and-

coming out. Under fuch regulations a ftate would reap great be-

nefit, ly?. There wouldbe confiderabie favings in colledting. adly.

There would be great favings on the number of hands employed in-

nianufadturing : forty men, in a large brew-houfe, make more beer

than an hundred difpofed as they are in country villages. This-

refembles the introdudiion of machines into manufadures.

The objedion from the infringement of liberty is more a pretext,

in order to facilitate fraud, than any thing elfe. Are not thofe

who manufacture excifeable commodities, the fervants of the flate I

Are they not even the colledlors of the public revenue ? With what

face then can they pretend to be indulged in the means of defraud-

2 ing
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ing their cuilomers of thofe taxes which they wifh to put into theis?

own pockets, by withholding them from the pubhc. Has hberty

any other meaning, but an entire permiiiion to do whatever is not

forbid by general and wholefome laws, calculated for the univerfal

good of the fociety ; and fhall this clafs of men, who are enriching

themfelves as much by the profits they have in advancing the taxes,

as by their ihdullry, be confidered in as favourable a light as ano-

ther who is paying a cumulative tax out of his income, one far--

thing of which he never can draw back ?

If any fliould mifrnterpret the dodlrine of this chapter, I

mufl put them in mind of my original plan, which was to^

keep conilantly in view thofe virtuous ftatefmen who think of

nothing but the good of their fubjedlsj Taxes and impolitions in.

their hands, are the wealth of the father of the family ; who there-

with feeds, clothes, provides for, and defends every one within his

houfe. The increafe of taxes on this fuppofition is national oeco-

nomy, as fhall be afterwards fhewn ; frauds are the thefts of fer-

vants impairing the' public good, and particularly the means of
felf-defence againil the incroachments of ambitious neighbours.

As it is the duty of every flatefman to make his people happy

and flourifliing, perhaps the fpeculations of one whofe only interefl;

in throwing them upon paper is to fill up his leifure agreeably,,

may fome time or other tend to promote fo glorious a purpofe..

C H A P.. VI;.

GumuJatroe and p7-(/portio?ial Taxes compa?'ed with one afiothcr.^ and'

farther examwed,

AFTER examining feparately the nature and effeds of cumu-
lative and proportional taxes, it remains, for the more full]/-

imderilanding this fubjedt, to take a view of them together ; the

better-
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better to find out wherein they really differ, and how far the dif-

ference is only apparent.

It has been obferved, that the payment of taxes diminifhes no

part of the produce of either land, or induftry ; the whole amount

of thefe remains entire to the fubjefts of the ftate.

The taxes are paid out of the money which circulates in the

alienation of them : from which we have concluded that they muft

eonftantly be confined within a certain proportion to alienation.

We have alfo obferved, that the impofition of taxes augments the

mafs of circulation, and makes it requifite for a ftatefman to con-

trive fome method of increaling money in proportion to their in-

creafe. I hope thefe propofitions have acquired an additional con-

firmation, from what has been already faid in the pi'eceeding

chapters.

We have alfo feen how the amount of proportional taxes is ulti-

mately taken from the fuperfluity of the rich, whom we have called

the idle confumers : and how they are advanced by one fet of the

induftrious, and refunded by another, until at laft they fall upon

thofe who cannot draw them back from any body. Thefe lafi have

been faid to pay the taxes, the others onily to advance them.

If therefore we fuppofe all defire of defrauding out of the way^

we fliall find the whole burden of proportional taxes .confined to the

inconvenience of advancing their amount by the induflriousi,

and to the payment of them by the rich, which proportionally

diminifhes their income. Where credit therefore is well eftablifhed,

where payments are regularly made by buyers to fellers, and

where people proportion their expence to their free income, the

weight of proportional taxes will be very fmall. I appeal to expe-

rience for ihe truth of this.

Let us next examine the nature of cumulative taxes, as we have

called them, in order to diflinguifli them from the others.

In thefe, alienation is not necefiary at the time they are paid ; from

which it follows, that, in many cafes, they cannot be drawn back.

When a man pays his land-tax out of his rent, what remains to him
wUl
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will not buy more of any thing than if he had paid nothing. Nay,

were the ftate to indulge him and take his tax in corn, the corn'

which remains to him would not bear an advanced price, unlefs

the ftate fliould export the quantity he had given ; and then indeed,

by diminifliing the fupply, it might raife the price of grain in ge-

neral ; but every one having grain to fell would profit of the rife

upon the price, a^ well as the landlord, whofe fhare does not com-

monly amount to one third of the crop.

. But were a^ tax laid on in fo regular a proportion to the value of

any property, as to prevent the proprietor from making ufe of that

part which the public intends to take from him, thofc who pay

cumulative tares would thereby acquire one very great alleviation-

of their burden.

I have faid that when a' brewer pays the excife, the tax,. as to him,

is of the cumulative nature. It is foan a certain degree, no doubt,.

as raa,y be feen without' farther explanation ; biit it ftili fo far retains

its own nature as to be eafily drawn back frora^ the confumer, But

how can a foldier draw back the tax he pays to Chelfea I

From this material diftindlion between^the two impontions, 1 con--

cltide, that no Gbje(5lion can lie againft proportional taxes, fofaras

they aifeft the induftrious ; becaufe they draw them compleatly

back: and that great objections lie againft cumulative taxes, when

they affeft the induftrious, becaufe they cannot draw them back j

and confequently, they may aifedl the phyfical^neceflary of ihe con-^-

tributor, in cafe no profit Ihould remain to him upon his labour:.

0n the other hand, I think little objedlion can be mads to cumula-

tive taxes, when they are impofed upon polleffions, which [:>roducc

a vifible annual revenue, clear to the proprietor. This is the na-

ture of the dixiemes and 'uingtiemes in France 5 where the whole

amount of the perfon's income is taken upon proper proof, and

taxed in proportion to it, without any fubfidiary or fecond levy's

taking place, to make up a determinate funi.

Cumulative taxes would alfo be far lefs burdenfome to the lower

elafs, could they be levied, fo as,.iirftj to preferve the proportion of-

rhcra,.
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them to the a6tual profits on induHry : fecondly, to make that pro-

.portion fenfible to the people : and in the lad place,' to retain the

tax, inilead of allowing them firll to receive it, and afterwards

obliging them to refund it.

In proportion as thefe three requifites do not take place, fuch

taxes become grievous to all who have no fixed income.

To put a tax upon a man's dwelling houfe, in proportion to its

-windows, or hearths, when the houfe produces no fixed income to

liim, and when he has none independent of it, may take away a

part of his phyfical-necefTary. To put a tax upon him becaufe he

has a head, is more grievous than to put a tax upon his hands, in

proportion to what they daily gain.

If cumulative and proportional taxes be compared, with refpefb

to the different effects they are found to have upon our opinions as

to taxes in general, we find that both of them deceive the contri-

butors, but in different ways.

- In the cumulative taxes, the perfon who pays does not always

perceive the reafon of his paying. He imagines that he is. taxed

only becaufe it is known that he is able to pay a certain fum.

In the proportional, the deceit is of another nature. When a per-

fon buys a confumable, commodity, which has paid an excife, he

does not perceive that. the price he pays for it comprehends a tax

upon lii-3 pail gains, in favour of the public ; but he concludes the

whole to be necelfary, in order to procure v/hat he has an inclina-

tion to confume. An example will make this plain. -

Suppofe a tax laid upon vv^heel carriages, and that every perfon

in the ftate were liable to pay a certain Turn in proportion to the

number of carriages he has for his convenience. The tax-gatherer

comes at the end of the year and demands the fum. The perfon

complains that he is not at liberty to have a coach or a chaife \^ith-

out paying duty for it ; anctthat while he has occafion for one car-

riage only, and has but one pair of horfes, he is obliged to pay for

feveral fets of wheels.

Now, fuppofe this cumulative tax Were turned into a propor-

lional one, and that wheels were to pay a flamp-duty, or the like,

iu
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in the hands of the wheelwright. The price would immediately

rife ; but this rife would foon become familiar to the man who has

the carriage ; and he would then be no more hurt by this additional

expence, than if it had proceeded from fome new and expenfive

fafliion of wheels : in fliort, wheels, would generally begin to bear

an advanced price, and very foon no body would inquire how it

came about, nor once complain of the tax.

To fet this in another light, the difference between the two im-

politions refembles that between long and fliort accounts, which to

poor people is very great. When the expence of living is infenfibly

and univerfally augmented, by the efFe6l of proportional taxes, then

the induflrious man, who enjoys neither fuperfluity or idlenefs, may
and can augment the price of his work in proportion. This augmen-

tation forms then a part of what has been called his (A), which he

draws fully back when he comes to market. But if the fame, or

€ven a lefs fum be raifed upon him by a cumulative tax, it comes

upon him at the end of the year, or at the end of the quarter, and

let him be ever fo provident, he cannot draw it back, or raife the

price of his work, becaufe of the unequal competition of other

people of his own clafs, who, from a vai'iety of circumflances,

cannot all be fo equally loaded by the cumulative as by the pro-

portional taxes. Befides, they may not be fo provident as himfelf,

and may work for fubfillence, without making any allowance for

what they are to pay the Hate at the end of the year. Thus a

double inconvenience enfues. The induftrious poor are opprefled

by the tax-gatherers, and the tax is ill levied. In the other cafe,

the firil never fee a tax-gatherer, and the money is paid. Befides

thefe advantages in favour of proportional taxes, there is flill

another, that if this tax be improperly laid on, the defect will

manifefl itfelf by checking confumption only ; whereas in the

.other cafe, it will be known by the diflrefs of individuals.

If the liberty not to confume be taken away, as in the gabelle

in fome provinces in France, then the impofition changes its

VOL. II. X X X nature
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nature and becomes a cumulative tax, as may be eafily per-

ceived *.

It has been faid, that fo far as the three inconveniences of the

cumulative taxes can be prevented, they ceafe to be oppreffive.

From which we fee the reafon why excifes are fo eafily paid when
thofe who manufadture the commodities charged with them, are

contented to compound for them. This changes the tax into one

of the cumulative kind ; but gives it every requifite to make it

eafy. Let me take an example.

A brewer who pays excife for all he brews, is expofed to the daily

vifit of the excife-man, to whom he pays the duty. Here the

brewer's impofition participates of feveral of the inconveniences

attending cumulative taxes. But let me fuppofe that after a certain

lime he finds that i oo /. is the annual amount of his excife. If he

makes a compofition for it at that rate, he comes under a regular

eummlative compofition, with every advantage. He thinks nc
more of frauds ; he no more grudges what he pays ; and becomes

in a manner collector of that imperceptible duty paid by all his

cuftomers.

The eafy method' of transforming fihofe taxes into one another,

/hews their refemblance fufhtiently, and the differences which pre

have pointed out, fhew tlie principles which regulate the proper

manner of impofing th«mv

*' The gakelle, or fak-tax in- France, is not levied' in every provinGej, becaufe of

certain privileges of exemption^ which fome have all along enjoyed.

This opens a door to the greateft abufe, by fmuggling. fait from places where it is-

free, into places where the tax is impofed, at many loo per cent, above the value ; and

©bligesthe King to life great feverity upon thofe who are loaded with this duty.

The confumption of every family is fixed toa^ certain quantity ; and if it be found'

that- they have not bowght, from the King's granaries,, to the full extent of what is

reckoned neceflary for them, it is fuppofed that the deEciency has been made up from

contraband fait, and the deficiency is exafted.
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CHAP. VIL

CGnfequence of 'Taxes when the amount of them is properly applied,

WE have now feen the objeds afFeded by taxes, and the incon-

veniences which refult tothofe who are obliged to pay them.

It comes next to be examined, whether or not taxes of all kinds

be a great load upon a people, a grievous infringement of their

liberty, a means of bringing many honeft and induftrious people

to great diftrefs, and a great difcouragement to marriage. I anfwer

without helitation, that taxes may be, and moft commonly are

accompanied with all thefe and many more inconveniences ; but I

muft add, that they proceed from the abufe, and not from the

nature of taxes.

In my inquiries, I have conftantly in my eye, how man 7nay be

governed, and never how he is governed. How a righteous and

intelligent ftatefman may reftrain the liberty of individuals, in or-

der to promote the common good ; never how an ignorant and

unrighteous ftatefman may deftroy public liberty, for the fake of

individuals.

Raifmg money by taxes muft always be burdenfome, lefs or

more, to thofe who pay it ; and the advantages refulting from taxes

can only proceed from the right application of the money when
raifed.

When individuals only make a profit of the inconvenience of

raxes, the public lofes, no doubt; becaufe they are paid for the ad-

vantage of the public, not for that of private people. If the money

raifed be more beneficially employed by the ftate, than it would

have been hf thofe who have contributed it, then I fay the public

has gained, in confequence of the burden laid upon individuals

;

confequently, the ftatefman has done his duty, both in impofing the

taxes, and in rightly expending them.

X X X 2 Taxes,
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Taxes, in this laft view, may be confidered as a faving out of

every private fortune, in order to procure a public fund to be ex-

pended for the pubHc benefit.

I have frequently recourfe to the familiar examples of private

oeconomy, in order to make applications from it to the political j

which, however different it may appear, will be found eafily de-

ducible from the fame principles.

Let me fuppofe two perfons, (A) and (B), living in the fame neigh-

bourhood, of the fame rank arid fortune, enjoying great fuperfluity,

,

but fpending yearly the whole of their income in different ways.

Let the income of both be fuppofed to be 2100/. flerling; and

let the branches of their expence be ranged under fix different

heads. Let (A) be fuppofed to fpend upon the firft 100/, on the

fecond 200/, on the third 300/. on the fourth 400'/. on the fifth
'

500/. on the fixth 600/.. in.all 21Q0/,

Let us fuppofe (A) to enjoy in every one an ample fufficiency.

' (B), on the other hand, fpends upon his firll. article 1600/. and

upon each of the other five, no more than 1 00 /. Here the firft ar-

ticle of (B's) expence is fixteen times greater than any of the reft;

and by the fuppofition, 100/. is fuppofed to. denote an ample fuffi-

ciency upon each article.

I come to (A), and I fay to him, you difapprove of the extrava-

Vagance of your neighbour (B) upon his firft article of expence,

where he fpends fixteen parts of his income, and where you fpend

but one ; and yet you muft allow that upon. every other article of

his expence, he is ,a better oeconomift than you. Would it not be

for your intereft to bring the other articles, of your expence down

to his ftandard, without increafing any thing upon your firft article,

which is already within the compafs of what may be called fuf-

ficient.

To what purpofe, fays (A), would you advife me to fo ftricT: an

oeconomy ? And what fliould I do with fo great a faving on my
annual income I Be in no pain about that, I fhall lay it out for you

in difcharging your debts 5 in providing for your cliildren, and

giving
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giving them a good education ; in improving your eftate ; repair-

ing your houfe ; making up your inclofures ; all Ihall be ufefully

fpent ; and out of 600 /. a year, you fliall have every thing necef-

fary for your family.

Here is the reprefentation of a fcheme between a good ftatefman,

and a people whofe interefl he confults.

After the impofition of taxes, the individuals of a ftate, whofe

income is already formed, begin to pay greatly more than they ufed

to do for every thing they confume. A great part of this additional

price goes to the public, and is thereby laid out for national pur-

pofes. The whole of fuch expences are thrown into circulation, as

much as if the rich proprietors had laid it out upon articles en-

tirely adapted to their own talle.

Is it not evident, that in this way of appropriating the income of

a country, it mull produce a more extenfive encouragement to in-

duftry of all kinds, than if the proprietors only had fpent it ? They
never would have thought of becoming merchants, or of fetting up
manufaftures for the fupply of foreign markets : their whole ex-

pence would have been calculated to fupply their own wants ; and

it would have been indifferent to them whether thefe were fupplied

by natives or by Ilrangers.

Let us apply this dodlrine to common experience. Let us com-

pare the nature of circulation in a trading town, with, that of a

country place, where many gentlemen of large fortunes refide.

How extenlive the objects of the firil ! how contra(fled thofe of the

latter

!

Let us Gomparc again the exigencies of government, with tliofe

of a trading city, what a variety of neiju wants hcreocciir to be fup-

plied, which the city never could have occafion for?

I have fhewn that the great amount of taxes is taken from the

income of thofe individuals whofe fortune is already made, or,

whofe daily profits are comlderable .- I have fuggclled liow circum-
fcribed the expence of this clafs mull be, when confidcred witl)

refped to the employment it procures to the body of a people. Docs
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not the experience of former ages fbow how apt private opulence

is to fink into treafures, when a tafte for induftry does not animate

the lower clafles to create new obje(5ls of defire in the wealthy*

Wherein is a ftate benefited by the luxurions gratifications of the

rich, nnlefs it be by the .employment they procure for thofe who
provide the objedts of luxury ? Thofe very gratifications are, in one

fenfe, taxes upon the rich in favour of the induflrious : :they in-

creafe expence, and throw money into circidation. In Spain and

Portugal, where induftry is not introduced among the lower clafles,

it is the ftrangers who in effed levy fuch taxes upon them. Were

the taxes they pay, properly applied to the encouragement of the

arts, inftead of being appropriated to pi-ivate ^urpofes, and to en-

riching private men, whofe tafte for expence is always circum-

fcribed to the obje6ts of their own wants, how foon lliould we fee

them vying with us in every market of Europe, and fupplying

themfelves as far as their country is calculated for it.

The reciprocal wants of induftrious nations, refemble the reci-

procal wants of tradefmen; ^11 may be employed in fupplying one

another, as well as themfelves.

' When (the amount of taxes is properly laid out in premiums, for

the encouragement of the induftrious, ,the prices of labour upon

articles of exportation, may be brought fo low, that all nations

who do not follow the example, muft languiih and decay. Luxury

at home will then ceafe to hurt the trade .of the nation. In her

treaties of commerce, flie may ithrow ©pen iher ports <t© many ar-

ticles of foreign confumption, without running any riik by fuch

allowances ; and on the other hand, flie will reap the great<2ft ad-

vantages from a reciprocal ^permiflion.

The example I have given, by which I have illuflrated the na~

ture of public contributions, muft not be underftood to tally with

.refpe(fl: to proportion. It would be both ridiculous and impoflible

to reduce all the expences of rich men to the purely fufficient. All

I meant was, to fhew how taxes, when properly applied, .vmy be

confidered as public oeconomy ; and how the levying of them has

no direct tendency to hurt a nation in point of eafe and profperity.
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CHAP. VIIL

Of the exte?it of Taxation*

ONE good way to difcover the nature of taxes, is, to examine

how far it may be poflible to carry them. This is^^my intention

in this chapter.

I have faid that the object of taxes was income, and not ftock. I

Rave fhewn how thofe of the proportional kind affed the income of

ftock already made, and perfons who enjoy large profits upon their

daily induftry. I have pointed out the impropriety of cumulative

taxes, when impofed upon fuch as^ draw nothing mor© from their

induftry than an eafy fubfiftenee ; and T have given a general pre-

ference to thofe of the proportional kind -y becaufe they conftantly

imply both alienation and confumption : alienation in thofe who
advance the taxes, confumption in thofe who pay them.

Could, therefore, taxes be levied- upon every alienation, where

confumption is implied, and that in proportion to the whole fuper-

fluity of thofe who aie to confume, proportional taxes would be

carried to their utmoft extent,

I fhall now analize this fubje(5tj in order to difcover how far that

extent may reach 3 and by this inquiry, the principles of taxation

will be the better underftood.

The objedls of alienation compreliend all that is in commerce

among men, moveable and immoveable.

What is moveable is generally confumable, what is immoveable

is generally not fo;

As confumption is a requifite, together with alienation, in order

to form a proper balls for proportional taxes, we fee how contrary

to principles it would be, to tax the alienation of lands, houfes, &c.

in the fame proportion as confumable commodities. Thefe are

4 fundsj
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funds, not income ; and the money with which they are purchafed,

niuft be confidered in the light of a fund, while it is in the hands
of the buyer. When once it comes into the hands of the feller of

the immoveable objects, it frequently, indeed, partakes of the

nature of income ; that is to fay, it is fpent in the confumption

of fruits, and of the labour of man j and then it ^11 be affected by

taxes.

This may fuffice to recal to mind the principles we laid down in

the 26th chapter of the fecond book, concerning the effeds of the

vibration of the balance of wealth between the members of a mo-

dern Hate.

The next thing we are to conlider, is the Hate of circulation. As

to that, we have frequently obferved, how it mufl: be in proportion

to alienation.

This proportion is not determined by the value, or denonriinations

of the money circulating ; but by. that value combined with the

frequency of tranfitions from hand to hand ; as -the force of a can-

non ball is ellimated by the weight of the ball, and the fwiftnefs

of the motion at the time it flrikes.

Let us now lay alide the confideration of immoveable property;

and examine the nature of confumption, alienation, and fale, with

refped: to other things.

. Confumption comprehends every thing produced by the earthy

or by man ; alienation is confined to that part which is exchanged

between men ; and fale to that part of alienation which is exchanged

for an equivalent in money.

Whatever part is confumed without alienation, ought, I think, to

be out of the reach of proportional taxes, unlefs, by fome circum-

Hance or other, it can be made to fall under the eye of the public,

in a manner refetnbling its coming to market. Thus a tax upon

malt is levied at the malt-houfe, as if it were fold, to the maltfter,

although it be made for the confumption of the grower of the

barley. In like manner, a tax upon corn for bread may be levied

either
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either at the mill wheii@ it is ground, or at the i>ven where it is

baked *,

The worH Iciiid of propertiaiial taxes are thofe which are levied

upon frhaie ma.vi\i{3.d:uTmg, and upon un.manufa(fliired confump-

tion, where no aliena,tion takes place. An example of the .firil we
have in the excife upon malt, cyder, candles, See. made in .private

houfes for private ufe : the laft is known in Holland, where a man
cannot icill his own pig, or his own calf, without paying a ta^.

Were taxes of that nature extended to tlie making of bread, cooking

of viduals, 6cc. I apprehend they would become of a nature more
burdenfome than any hitherto invented, unlefs public cooks were

eftablifhed, as -public ovens .a,re in many piiijts of France i in fuch

cafes, ;t^xes might t^e levied upon e^^.ery part of confumption.

Inveftigations of tliis nature are fo iifagreeable, that it is with

reludance I mention them j but wh-en, in fad, fuch taxes are

found eftabliilied in different couiKtries, it is highly proper, that the

nature of them fhould be inquired ;ihio.

Taxes in Holland are fo multiplied, -as to defcend to this cate-

gory, in many places, as we have feen by the example jufl given

;

but even thefe, however oppreffive they may a-ppear to thofe who
are not accuftomed to thems are ftill lefs fo than many of die

cumulative kind we have mentioneds particularly the tax upon in-

-dullry and the capitation in Prance. They approach nearer to pro=

portional taxes, and derive every alleviation of their burden from

that circumftance. He who pays fuch taxes, fees tha,t he (jan avoid

them, -by I'etr^nclaing his .cordumpuonj. .ati<i >yhen they fall upon

#.e neeefTaries-of lite, he jnay draw. theiri;b^k,.prpvl^Ung4ie be an

* Examples of thefe kinds of taxes were familiar in foriner times, Vafiais were

^toliged to grind in tlieir t^.ord's mill,, bake in his oven, prefs their wine in the pubH.

prefs of the territory, 8?c.

This was found very iifeful, in ages when alienation. and fale were little l-cnown i but'

now they are cpnfidered as oppreflive, and fo ! t;hink they are, when compared with

propoi'Cional taxes, which only take place upon the fale of the commodity : but llil!

they are far preferable to many taxes of the cumulative kind.

VOt. II. Y y y induadous
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induftrioHS man, and that every one who enters into competition

with him for employment, be equally fubjeded to the fame bui-

den. "But they are more burdenfome than thofe where fale takes

place ; becaufe when a poor man, who wiflies to confume, wants

money, he conliders himfelf in the fame light as if the thing were

not to be fold ; but when he has that which he has acquired by his

labour, and cannot confume it for want of money to pay for a pe^"-

miffion, as it were, he muil either flarve for hunger in the midft of

plenty, or be reduced, perhaps, to beggary, for having preferved his

life by defrauding the tax.

What has been faid, is, I think, fufficient to fliew the varieties

which occur, when taxes are impofed upon bare confumption,

where no alienation takes place : they muft, in every refpedt, be

ranged under thofe of the proportional kind, although fome prin-

cipal requifites be wanting to engage any one to approve of their

inftitution.

It appears Hill more difficult to eftablifh a proportional tax upon

barter, or the exchange of commodities one for another, unlefg fale-

be underflood. This would be the cafe were a private perfon, not

fubje6t to the excife upon malt made in his own houfe, to pay in

that commodity. He would not there efcape the imputation of

frauds and might, with propriety, be confidered as a retaile-r. I do

not, however, doubt but examples of taxes upon barter might be

found ; fome ^ven occur to myfelf ; but they are almoft too trifling

to mention *.

The laft and principal requifite, to render proportional taxes eafy

and light, is fale. There the burden muil be proportional to the

buyers purfe ; and if it prevents the confumption of the thing taxed,

the defed will manifell. itfelf.

Of thefe taxes we may fay, that they are in proportion to circu-

lation ; anxi accordingly, we fee how difficult it was to raife them.,

* Two gentlemen in France exchange caH^s of their wine, they are both obliged to

pay a tax upon reBioving tlie wine from their, cellar, Tiiis duty is called Rerauags.
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lb long as circulation remained confined to the fmall quantity of

coin in the country. As money increafed, both by the increafe

of trade and alienations, they became more produ6tive ; and were

the nature of them rightly underftood, and were they properly im-

pofed, they would foon be more generally adopted.

In treating of public credit, I have faid that it is the duty of a

ftatefman to augment the quantity of money, in proportion as he

intends to multiply taxes on his people. I fliall now, before I ccn-

clude this chapter, explain the meaning of vv^hat was there thrown

out relatively to another fubjed:.

The money of a country, we have faid, bears no determinate pro-

portion to circulation j it is the money circulating, multiplied by the

number of tranfitions from hand to hand. Again, we have faid, that

the prices of all things are determined by demand and competition.

The meaning of this, as it concerns the prefent queftion, is, that

in proportion to the competition of thofe who appear with money,

in order to acquire what comes to market, a largei- or a fmaller fum

is brought into circulation.

Now, according to the principles laid down in the firft chapter,

we faw how the full value of the induftrious feller's expence and

profit were made up to him in the fale of his work ; and if he even

advanced any tax upon any part of his work or confumption, that

it was refunded to him by the buyer, who, if he confumes in the

light of an idle man, pays for the whole.

Fart?ier, when a proportional tax is impofed, we faid it was, in

a manner, as if the flate interpofed at the time of alienation, and

exacted of the purchafer a certain value in money, in proportion to

the commodity, as the price of the pcrmilTion to acquire wliaf his

own induflry had not produced. From this 1 draw the following con-

fequence, that in proportion to the tax an additional funi of money is

drawn into circulation, which would otherwifc have remained in

the pocket of the purchafer ; confequently, on impofmg propor-

tional taxes, they cannot, at lirfl, exceed tliat proportion of money

Y y y 2 which
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Avhich is fouiad in the pockets of tlis confumers^ over and above

what they ufed to pay for what they confumed.

The truth of this proportion is ellabliflietl upoa many fads.,

fu-ft, ill, countries where peojple keep their moaeiy locked up, pro-

portional taxes are very well paid. Hence the greait amount of the-

alcavah and, cicntos in Spain, which anjount together to 14 per cent.

upon every confe<:utive alienation of the comnifadities, chiell'y

indeed for the confumption of the rich.

S^con.dly, When e-xeifes were augmenced in England, in the

reign of King William, Davenant tells us, thaJ: the price oi the

goods excifed fel-i.

Thhdiy, When a war has lafted; atay- WQ^: m France, taxes ceafe

to be fo produ6tive.

Are not all thefe, and msany other appearances, refoLvedupon the

fame principle, viz. that taxes mufl come out of thatmoney which-

exceeds what was necefTary for carrying on alieoation before they^

were impofed ?

In Spain they draw money from the chejfts of the hoai'ders, and^

increafe circulation for a while.

In England, during King William's wars, the quantity ofmoney
being very fmall, and trade, being very low, the tax upon malt

could come out of noot^hfE; f^ndi tliajj the price ufualiy given for

barley.

In France, people are better, acquainted with taxes, and the gi^eat^

bulk of excifes are adminiftred by the farmersj who never lower

their price; fo that the diminution of the mafs of coin diminifhes

confumption.

But when methods can be fallen upon to increafe money accord-

ing to the ufes found for it, taxes will continue to produce, con-

fumption will not' diminiili, and. circulation will keep pace with,

them.

Could we fuppofe, that before the impofuion of taxes, every per-

fonin a ftate had laid it down as a rule, to fpendthe whole of his.

3 income,
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in:Gom.e, but none of his treafure, in tlie eonfumptian of wliat m
bi-ou-glit to- market, it is plain, that in a luxurious nation, taxes

might be carried fo- high as to draw the lall: farthing of the treafure

inta circulation, even though it were fuppofed to exceed the value

wMch cfemand had fixed for all that was brought to market. Biit

without 2, luxurious turn this vwuld not be the- cafe. There are

countries abounding withcoin, which it is impoffible tocome at by

proportional- taxes. The reafon is pl-ain : the value v/hich demand

fixes upon the total of the articles of confumption expofed to faie in

thecountiy, bears but a trifling proportion to the coin which remains

locked' up-. This was the cafe in ancient Greece; fethat eafe; pro-

portional- taxes can never exhauft the treaifure-; becanfe were they

to be made high upon articles of tKe firft neceffitv, all the poor

would ftai-ve ; if upon articles of fuperfluity, demand would Hop.

Proportional taxes, therefore, can only be raifed in proportion to

the defire of fpending money ; and as this defire depends upon the

fpirit of the people, fo muft the extent of taxes.

Let me now trace a little the progrefs of money brought into cir-

culation by proportional taxes in a luxurious nation. I fliall call

the value, fixed by demand', for alt that comes to market (T). The

fum levied in confequence of the alienation of it, or in other words,

the fum of the proportional taxes (X). And the whole money of

the country (Z). This premifed, it will follow, from what has been

faid, that fo foon as all the money of the country is brought into

circulation, then (Z) will be exacTily equal to the fum of (Y) and (X).

Let us next fuppofe the whole alienation to be made at once.

Will not (Z) then immediately appear divided into (Y) and (X) ?

What then v^ill become of thofe two fums which .we fuppofe to

enter into eircul'^tion at the fame time ? I anfwer, that (Y) will go

entirely free to the induftrious feller : that it is, or ftiould be, nearly

equal to the former value of what came to market before taxes

were impofed : and that (X) is an additional fum drawn from the

idle confumers, who live upon an income already made. But fup-

pofe (X) to be augmented, until it exceeds the quantity of money

formerly
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formerly fuperfluous for carrying on alienation : then I fay, that

either taxes will become proportionally lefs productive, or con-

fiimers mult melt down the capital of their funds into paper mo-
ney, to the amount of the deficiency of (X) j and this will fupply

circulation with the additional fum required in confequence of the

impolition of taxes.

. Now, I think, it is a lucky circumftance, that the additional fum
of taxes fliould be paid by thofe very people who are the belt able

to borrow it upon their funds.

Let us proceed to examine the progrefs of (Y) and (X) as they

continue in circulation. (Y) is no fooner come into the hands of

the indullrious feller, but he has occafion to go to market : that

moment I confider him as one of the rich ; and the money which^

at the time he fold, had acquired the denomination of (Y), now re-

fumes that of (Z). When he comes to buy a commodity with what

was formerly his (Y), there is immediately a part of it converted into

a new (X), and the remainder keeps the denomination of (Y) in

the hands of hirn from whom he buys. By this progrefs it is plain,

that after a certain number of alienations, or tranfitions from hand

to hand, the whole quantity (Y) will be converted into (X).

Experience fhews this to be the fa6t ; becaufe the amount of

taxes, in a fhort time, far exceeds the value of all the money of a

country.

Let us next follow the progrefs of (X).

Upon the firlt alienation of any part of what comes to market for

the confumption of the proprietors of (Z), a proportional part of

(Z) is transformed into (X), and is carried into the public coffers.

Were it there to be locked up, and not thrown back into circula-

tion, it is plain, that in a fliort time the whole of (Z) would be con-

verted into (X), and would be fliut up in the exchequer.

When the amount of taxes, therefore, is fent out of the country

in time of war, muft not this produce a imiilar efFed: ? Has not the

exporting that amount the fame efiecSt with the locking it up, fince

the one and the other equally take it out of circulation ? Does it not

then
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then follow, that if more money be not obtained, either by borrow-

ing it back from llrangers, or by melting down more folid property,

that felling muft flop, and (Y) difappear as well as (X). The rich,

therefore, muft give oyer buying, and the proprietors of all that

comes to market muft deal by barter with one another.

How naturally do all thefe confequences follow one upon the

other ! and how exa6lly do they correfpond to the principles whicJi

run through that part of the laft book where we treated of banks

and public credit

!

Taxes are not raifed, at this tim-e, to remain in treafures, but to

anfwer the exigencies of the ftate. The moment, therefore, that

the money arifmg ftom them comes out of the public coffers j it lofes

the chara6ler of (X) and refumes that of (Z), in the fame manner

that (Y) was transformed into (Z), by being brought to market. to

buy a commodity. This new (Z), as we may call it, no fooner

returns into circulation, than it becomes again converted into (Y)

and (X), with this difference,, however, that what came from, the

exchequer, fo far as it is converted into (X), returns direcftly into it

again.

Hence it follows, that ftates commonly pay their fervants the

full of their falaries, and make them refund a part in confequenee

of cumulative taxes, inftead of proportionally diminifhing what is

due tO' them. And v/hen the falaries themfelves are intended to be

laid under poundage, which in faft is an a(Stual diminution of them,

.

they choofe that the tax fliould appear to be a dedudion out of

what is fuppofed due ;. becaufe it feems lefs , arbitrary to impofe a

tax, than to diminilh a falary, without, affigning any reafon for itj;

but indeed, befxdes this reafon, it commonly happens, that the par-

ticular appropriations and adminiftration of the revenue render that

method eafier.

With refpe^l to proportional taxes they affect the expences of the

ftate in the fame jnanner as thofe of individuals; with this dif--

ierence, as we have faid, that the part (X) returns into the exchequej;

but.
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but the part (Y) is fairly fpent by the ftate, as hj die idle

confumer.

From what lias been faid, we may gather the principles which

lead to the mofk estenfive eftabliHiment of proportional taxes, viz.

either to draw by particular regulations, the whole real and grofs

produce of land and work to market ; or at leaft to bring it under

the eye of the flate, in confequence of fome modification or manu-

fa<5lure performed upon it, -as was obferved with refpedt to malt-

houfes, mills, and public ovens. When, by fuch contrivances,

the whole grofs produjce falls under taxation, the proportional

taxes muft be gently laid on, and gradually raifed uatil they begin

to interrupt confumption ; then they muft be diminilhed for a

while, until diflipation increafes ; a cafe which will probably hap-

pen, as it commonly keeps pace with induilry.

If we fuppofe tlie rich to fet out on a plan of living upon

their capitals, inftead of living upon their incomes, as we have

hitherto fuppofed, then indeed taxes may augment to a degree aot

to be eilimated. This combination has already found a place in

the 26th chapter of the fecond book, where we examined it with

regard to the progrefs of induilry. In that place it was faid, that

in proportion to credit and induflry, it might be poffible in the

compafs of a year, to produce commodities to the value of the

whole property of the moft extended kingdom. Wei^e t^atthe

cafe, to what a height might not taxes be carried ?

(Y) then would reprefent the wh<^'e value of the country, aad

confequently, (X) would fwell in proportion, accoi-tling to the

competition among the inhabitants, to purchafe every particular

article. Subfiftence and neceflaries might be taxed low in propor-,

tion to the abilities of thofe of the lower claiTes 5 articles of luxury

might be taxed in a higher proportion, in order to draw the more

into the exchequer.

Were taxes thus carried to their utmofl extent, fcill every peribn

in the ftate miift be left at liberty to fave, or to Ipend the whole,
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or any part of his Hock, or income ; which is not the cafe when

cumulative taxes are impofed. Proportional taxes, tho' carried to

their utmoft extent, will not deprive an induilrious man of his

phylical-necelTary, nor of the reward of his ingenuity, nor of

that rank in wealth, to which his birth or expence entitles him *

When taxes have the efFedl of interrupting this harmony of ex-

pence, of reltraining the liberty of fquandering, or of faving, or

of opprefling one fet of men more than another, in all fuch cafes,

they are improperly impofed ; and inftead of being too high, as it

is commonly fuppofed, I think it is a demonilration that they are

really lower than they need to be. The clafTes of men in a modern

Hate, refemble the horfes in a team. When every horfe draws

fairly and equally, the whole force is exerted ; but if any one hap-

pens to be flrained by an overcharge thrown upon him, the force

of the team is greatly diminiflied.

When proportional taxes are carried to their full extent, I then

prefume every one will be obliged to pay as much as poffible ; I

do not mean that every one will be forced to pay to the extent of

his abilities, but I fay, that the generality will ; and therefore,

were cumulative, os perfonal taxes, to be fuperadded on thofe who
already pay all they can, they would, by afFeding them unequally,

deprive many of their phyfical-neceflary, or fmall profits ; and

confequently deflroy the proper balance of their competition.

The fetting the lower clafles free from cumulative taxes, will

only have the eflecl of putting the growing wealth of the penu-

rious and faving part of the induilrious inhabitants out of tiie

reach of taxation. This ought in good policy to be done, as has

been fliewn in another place. But, farther, we have obferved,

that taxes can only be increafed in proportion to the fpirit of difli-

pation in the people. To force money, therefore, out of the hands

of thofe who do not incline to fpend it, is forcing the fpirit of

* A man's rank, in a moJcrn fociety, feems to be determined more according to

his birth, or to his expence, than according to his ftock, or income.

VOL. n. Z z z the
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the people ; and if not tyranny, is at leaft great feverity. Befides^

we fliall prefently fhew, how thefe favings cannot efcape be-

ing taxed, whenever they begin to produce an income ; and al-

lowing that they may be greatly accumulated, and thrown into^

trade, yet Hill they muft in one way or other appear in alienation,

and become fubjedt to the proportional taxes. The only part,,

therefore, of the favings not afFe<5led by taxes, will be confined ta

that which is locked up. This in a prodigal nation fhould never

be touched. The inconveniencies refulting ta the Hate from fa

fmall an inequality of taxation, is too trifling to be attended to^,

and too difficult to be prevented.

I come next to examine the extent of cumulative taxesv

If we fuppofe the proportional taxes to be carried to their fuU

extent, there will be little place found for the cumulative, as has

been faid. The only obje(5ls left for them are the favings locked

up, and the pure profits upon trade.

But let us fuppofe proportional taxes out of the queftion, as they

muft be when contrary to the fpirit of a particular nation ; and:

then inquire into the principles which regulate the impofition of

cumulative taxes, in order to difcover to what extent they may be

carried, and what confequences may follow when they are brought

to a height.

This branch has two objedls ; firfl, income, which is deter-

minate 5 fecondly, profits from induftry, which are and muft be

very uncertain.

Income, I divide into two forts ; that which proceeds from every

branch of folid property, capable of producing it
:

'
Land, houfes,

even cattle, furniture, &c. all may, in fome refpedts, produce an

income, more or lefs permanent according to circumftances. This

fort of income is eftablilhed by leafe. The fecond fort is the in-

tereft of money, conftituted by the contrad of loan.

In impoling cumulative taxes upon income, it is very proper to

confider the nature of every fpecies of it, with refpecT; to ftability.

Landed property is fixed, and can not efcape taxation, were the tax

n to
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to be carried to the extent of the full income, as has beenobferved.

Were the fame proportion to be laid on houfes, they would foon

fall to ruin, becaufe the annual proprietor would not keep them

up. Like circumftances rauft be attended to, in taxing every other

article of revenue.

The method of afcertaining the value of this kind of property,

is to oblige all leafes to be recorded, under a fufficient penalty.

This is the method in. France, for the fake of the eontrok, which is

exaded upon recording them ; and this, no doubt, facilitates the

railing of the twentieth penny, which operates upon all fuch

incomes.

The value once afcertained, the whole income is at the mercy of

the Hate, in proportion to the impoffibility of avoiding it, by any

change on the nature of the fund. It is from this circinnilancc

that I call all fuch taxes arbitrary impofitions. And I call them

alfo cumulative ; becaufe the I'eafon given by the ftatefman for im-

pofing them, is, that it is juft every one fhould pay a general tax,

for the fupport of the ftate, in proportion to his abilities.

As thefe taxes cannot be carried beyond the value of the income^

which the proprietor cannot withdraw from under the burden, we
fee the impoflibility of eftablilhing them upon that income which

proceeds from money. If a tax of fo much per cent, be impofed

upon money lent at intereft ; the lender may immediately call in his

capital from his debtor, and fend it away beyond the reach of the

tax. If the calling it in be prohibited, then all credit is deftroyed

for the future, and no more money will be lent. If the ftatef-

man fliould incline to profit of the advantage found in fecuring

money upon land-property ; and if, trufting to the defir^ monied-

people have of fettling their capitals in that way, he fliould take one

or more per cent, upon capitals fo fecured •, it will ftill have the

efFecSt of hurting the credit of landed men, who have frequently

no good fecurity but their land to give.

Z z z 2 It
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It was formerly the pradice to allow the landlords to retain a

part of the intereft, in conlideration of the tax they paid upon that

part of their land, which was pledged for the fecurity of the money
borrowed ; but when credit is once eftabliflied, that regulation has

no other effedt, than to oblige them to borrow fo much dearer

than other people, who have no retention to claim. Where indeed

credit is precarious, fuch a regulation would be a premium for good

fecurity.

In general, I believe, we may fafely determine, that all attempts

to lay a tax upon the income of fo fludluating a property as money,

where the capital is demandable, will prove unfuccefsful.

The cafe is different, when the capital is not demandable, as has

been obferved in the end of the 8th chapter upon public credit

;

where we were fuggefting a reafon for , taxing the intereft of na-

tional debts, when grown up to the full amount of all the income

of a country. But a material diftindtion was there made, between

thofe debts which were fuppofed to be confolidated into a perma-

nent property, and new contrads which were to be confidered as

debts upon that property.

We fee, therefore, the extent of cumulative taxes upon pof-

feffions which produce an income. Let us next examine how they

may be made to affefl other articles.

W^c have obferved how improper, and how contrary to princi-

ples it is, to impofe proportional taxes upon thofe branches of fale,

\vhich do not change the balance of wealth between ,;the, con-

tradting parties. Yet cumulative taxes may then take place

;

becaufe there is no reafon to make them general, or propor-

tional.

When lands, for example, carry titles along Vi^iih them, as is

the cafe in many countries ; and when, as with us in Scotland

they carry a right to vote for a member of parliament, a very

heavy tax might be im.pofed upon the alienation of them. The fame

may be faid of every other ellate which requires a feudal invelli-

ture
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ture to compleat the right. Thus the Lods et vente in France, which
is a portion of the price of fucli lands due to the fuperior or lord-

paramount of the fee, amounting in many cafes to the fixth part

of the price, is a hint for a cumulative tax to be raifed upon the

alienation of this kind of property.

Were cumulative taxes properly laid upon perfonal fervice, a re-

gularity in levying them at fliort intervals, and according to fome
determinate proportion, would do a great deal towards communi-
cating to them all the advantages of thofe of the proportional kind.

Thus a tax laid upon thofe v/ho work by the day, may be levied

in fucli a manner as to be tolerably eafy. A penny a day (or more
if neceifary) paid by every ijiduftrious man, regularly, once a v/eek,

would foon enable him to raife his price in that proportion. But

then deductions mufl be allowed for all accidental impediments;

and were a plan to be concerted, many other confiderations would
enter into it, which it would be fuperfluous here to mention, and

which, perhaps, may occur in another place.

The two articles which, in analizing the extent of proportional

taxes, v/e obferved.had efcaped that impofition, to wit, money
locked up, and the pure profits on trade conflantly accumulated

into the ftock, are equally ill adapted to bear a cumulative tax. I

can fee no way of taxing money locked up, any more than money
lent, without opening a door to the greateft oppreffion. And as to

the pure profits on trade, although they appear to be income, I

rather confider them as fcock, which, according to principles, ought

not to be taxed. My reafon for not confidering them as income, is

becaufe we have fuppofed them to be ace jmulated by the merchant

into his trading flock. They refemble the annual fhoots of a tree,

which augment the mafs of it, but are very different from the feed

or fruit which is annually produced, and is annually feparated

from it. If they are fpent by the merchants, then they are un-

doubtedly income, and will be afFedled by proportional taxes ; but

as they may alfo not be fpent, and become flock, the cumulative

tax will afFe6t them in both cafes, 2
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CHAP. IX.

'fhe confequences of an Abolition of Taxes.

HAVING endeavoured to deduce the principles of taxation, by-

examining the combinations which occur when we fuppofe

it augmented to the higheft degree, I muft now look for new
combinations, whiqh will fuggeft themfelves upon examining the

confequences of a total, or a partial abolition of taxes.

So far as taxes are abfolutely neceflary for the fupport of govern-

ment, no body, I fuppofe, can wifh to fee them aboliflied. The
object, therefore, of a ftatefman's attention in levying taxes for in-

difpenfable national purpofes, Ihould turn upon the principles we
have been examining. What now follows relates to the confe-

quences of abolifhing taxes once eftablifhed, fo far as it proves a

revolution in the oeconomy of a flate. This will lead us to examine

the confequences of taxes, confidered as voluntary public contri-

butions, independently of the abfolute neceffity of railing them to

fupply the exigencies of the Hate. We are therefore to examine the

confequences of fo great a change to the whole body of the fociety,

confidered as a nation, which requires a public flock, to which it

may have recourfe upon every extraordinary occafion.

When the intereft of a whole people is examined with refped to

taxes, they may very properly be divided into the following claiTes.

\mo, Thofe who receive the amount of taxes, viz. the creditors

and fervants of the Hate, and thofe to whom they give employ-

ment.

ido, Thofe who advance the taxes, viz. all the diiFerent clafles of

the induftrious.

Itio, Thofe who pay the taxes, viz. all the rich and idle ; or, in

other words, all thofe who cannot draw back what they have paid.

In
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In thefe clafTes are comprehended thofe who pay the taxes, and

thofe who receive the amount of them ; confequently, in whatever

concerns taxes, the common intereft of the whole taken together is

what mull regulate the conducft of the ftatefman.

In order to determine this firft and general queftion, viz. the con-

fequence of abolifhing taxes relatively to the cumulative intereft of

a whole ftate, it is proper to inquire,

itnoy What will be the confequence of abolifhing taxes, relatively

to thofewho now receive the amount of them, viz. the creditors and

fervants of the public, and thofe to whom they give employment.

o.do. What will be the confequences of abolifhing taxes relatively

to trade, induftry, and manufa6lures: that is, whether thefe great

objects are carried on to moft advantage, when every individual

contributes largely in providing a fund to be adminiftred by a ftatef-

man ; or when no body contributes any thing, but when every one

retains the whole of his income, and the profits of his induftry,

and difpofes of them as he thinks proper.

Ztio, What will be the confequence of abolifliing' taxes, relatively

to that part of the people who now complain that they are forced to

contribute to every tax, although by their exclufion from the emo-

luments of lucrative employments, they bear a greater burden than

others not better entitled to exemption, who thereby profit at their

expence I

To determine fo intricate a queftion, feveral combinations of

circumftances muft here be examined, and from the particulars

refuking in every cafe; we Ihall, towards the end of this chapter,

endeavour to point out the general condition. I begin by examin-

'ing the confequences arifing to the creditors, and to thofe who
ferve the ftate, from the ceiTation of thofe expences which flow

from the produce of taxes, either in paying the intereft of debts, or

in defraying the whole adical expence of government.

As to the creditors, this queftion has been already difcufled. We
have feen that the withholding the intereft due to them would have

the confequence of bringing on fuch a convulfion in the ftate, by the

breach
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breach of faith, and ruin of public credit, as would throw every

thing into confufioii. But with refpe6l to the fervants of the Hate,

we mufl inquire, \/hether the railing taxes for defraying this

article of expence be more hurtful to the pebple in general, than

the conf^qucDces of fucli a revolution in circulation and employ-

ment, wliich would follow, if the taxes were to be fupprefled, and

the fervaats eir^ ployed by the ftate difmilTed.

When the neceffity of raifmg taxes is out of the qiieflion, the hurt

they do in general to a country is when, by the impofition, the

money is taken out of thofe hands who would have employed it

for the advancement of the profperity of the ftate, in order to throw

it into thofe who will employ it otherwifc. From this let us now
draw fome conclufions.

. imo, That if money be taken from thofe who would have em-

ployed it in feeding theilifelves, and in continuing their induftry,

the ceffation of fuch a tax is in a manner giving bread to thofe who

are ftarving.

ido, If money were to be taken from thofe who, having more

than bare necelTaries, would, by its ufe, increafe the demand for

domeftie induftry, and were that money beftowed on a fet of men

who would employ it in the purchafe of foreign commodities ; the

celTation of taxes, in fuch a cafe, would, fo far, take the bread

out of the mouths of foreigners, and give it to our own country-

men.

The abolition of the firft-fpecies of taxes is advantageous to a ftate

in every combination, let the money ariling from it be ever fo well

employed. As to the fecond fpecies, the abolition is not necelTary ;

becaufe the vice lies only in the mifapplication of the amount.

Let us then fuppofe taxes no become unnecefTary, and all

thofe of the hurtful kind, depriving the induftrious of bread, and

enriching foreigners at the expence of citizens, to be taken off.

Suppofe that after all, there lliould ftiil remain more taxes than

are fuiiicient for fupplying all the necelTary- charges of govern-

ment, when adminiftred v/ith prudence and with oeconomy, and

that
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that this furplus is beftowed in gratifying individuals, beyond the

value of all the fervices they do the ftate : I alk v^hether this fuper-

fluous expence is immediately to be cut off, and taxes diminiflied

in proportion ; or whether it would not be more proper to let the

taxes fubfill, and to think, of a better method of applying the amount
of them ?

I anfwer, that according to the ftate of the queftion, the body of

the people, who are all made to contribute towards the enriching of a

few of their number, may juftly complain of the inequality of their

condition, and have a title to demand an abolition of their taxes,

unlefs it can evidently be made appear, that by granting their

requeft, there would follow a prejudice to the ftate, which would
afFedl their own interefts as individuals.

To difcover how far this may be the cafe, let us form as many
combinations as we can, relative to the efFedls of diminifhing taxes,

and candidly examine the moft natural confequences of every one.

If we find that the mafs of a people gain, in general, more than

they lofe by paying taxes impofed with moderation and propriety,

and ftill more if it appears that their eafe and profperity depend

upon the levying and expending of fuch taxes ; I think we may con-

clude, that all diminutions of them which hurt the intereft of the

greater body, are in general hurtful to the fociety.

Let me firft fuppofe a general reform of all unnecefTary expence

to take place at once, and a proportional abolition of taxes to go
hand in hand with it. Would not all thofe v, h.o at prefcnt fubfill

by the fuperfluous expences of government, be reduced to mifery ?

Would not all thofe who fupply unnecefTary wants, equal to the

whole amount of the taxes fupprefTed, be forced to be idle in pro-

portion ? The millions who contribute in paying thofe fums would
be differently afFecT:ed. Thofe who pay out of a fixed and certain

income, v/ould feel an immediate benefit from it ; thofe who con-

tribute by proportional taxes would alfo be gainers, providing they

be of the idle clafs ; but all the induftrious would lofe in propor-

tion, if the prices of fubfiftence fhould not fall with the dimi-

VOL. II. A a a a nution
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nution of their taxes. All the manufa6turers of excifeable goods,

who had been ufed to advance the taxes, as we have obferved, would

gain confiderably. For the diminution of the taxes would be total

as to them, though not to their cuftomers ; beeaufe traders would

never want pretences for keeping up the price of their commodities

beyond the proportion of what it ought to be, when duties are

taken off.

I decide with the greater certainty as to this particular, from the

analogy it bears to the confequence of changing the denominations

of the coins in France, which long experience fliews never to have

the immediate effect of regulating prices proportionally.

But as we are here conlidering the confequences of a fudden abo-

lition of taxes, let us, for a m^oment, confider, with an eye of hu-

manity, the fcenes which would unavoidably open to our view,,

both in the formerly opulent habitations of thofe who were wont

to wallow in public money, and in the comfortable dwellings of

many others of every denomination, who, either as the reward of

merit, or as the recompence of painful induftry, had fupplied the

wants of ufelefs armies, navies, arfenals, dock-yards, &c. for-

merly paid out of taxes, now aboliflied, and who thereby had fub-

iifted and brought up their families. .

Are not all thefe children of the ftate ? Have they not had fathers

and mothers who have been greatly relieved by procuring fuch

outlets for them ? Have they not children v/ho are educated and

brought up v.dtli the amount of their falaries, and profits of their

fervice I Have they not had people of every clafs of induilry, who

have gained their bread by providing for their vv^ants, while they

were fupplying thofe of the ilate, now become fuperfl'uous ? In one

v^ord, doea not the money they receive, circulate and return to the

grand river, as I may call it, in the fame manner as that of other

members of the flate ?

For thefe reafons, I fay, that taxes once properly imp(5fed, and

brought to circulate through a certain channel for a long time, can-

not, J'udclenly, be fuppreffed, without occafioning far greater mifery

7 and
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and diflrefs than can arife from them, when levied with any

degree of intelligence. This is nowife peculiar to the fuppreffion

of taxes ; it is equally the fame, in every fudden revolution of

property. "When the Templers were univerfally rooted out of

Chriftendom, who doubts of the affliftions, mifery, and diflrefs,

which followed to every clafs of inhabitants employed by them,

in ev-ery kingdom in Europe ? Could fo large a confumption as

that of fo great an order ceafe at once, without drawing along

with it numberlefs inconveniences ? Did not the reformation itfelf,

otherwife fo great a bleflhig, Ilarve a multitude of poor who were

fed by the monaftries ? Did not the fecularization of fo many eccle-

£aflical benefices do great prejudice to many families, by blotting

out an infinity of ways of procuring an eafy livelihood for their

children ? Let thofe who do not feel the truth of what I here ad-

vance, examine the ftate of the proteilant nobility in Germany,

where you find the fame hardfliips ilill fubfifcing, though in a

degree much inferior to what it muft have been at the time of this

fudden revolution, v/hich took bread from thoufands of the younger

fons of noble families.

Such revolutions have happened ; fuch inconveniences have been

felt: but they were not the deliberate a6t of any particular ftatef-

man. They were the effe61: of thofe convulfions which the human
paflions occafion. No body can jufhly impute them as necefiary con-

fequences of a reformation in religion. But let any ftatefman now,

from a cool refledion upon the unnecejfTary load of employments

in church, ftate, army, navy, finances, and law, and from a prin-

ciple of diftributive juilice, abolifii at once all that is ftiperfluous,

and the taxes, at the fame time, out of which the emoluments arife,

he will very foon fet before the eyes of his people, fuch a fcene of

compaffion, as will quickly blot out the remembrance of the favour.

We fliould not then find fome individuals reduced to want, but

numerous families ; not a parcel of beggars llarved, but induftrious

manufadurers ; not a fet of ecclefiaftics, who from their flate of celi-

bacy and retreat, appeared already, in a manner, feparated from

A a a a 2 the
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the commonwealth, but a multitude of people conne6led by mar-

riage, by fociety, and by all the tender bonds which unite man-

kind. Such a fcene, I fay, would not fail to excite compafilon

in the heart of thofc very men in whofe favour the defolation was

to be brought on ; and the ftatefman would thereby lofe the whole

merit of his ill judged zeal for diflributive juftice, and be confidered

in the moll unfavourable light that paffion or prejudice could

fuggeft.

This is a digrelTion introduced with no intention to favour a mif-

application of public money, but to point out how far a reforma-

tion in this particular is a delicate operation.

A good phyfician never attacks a difeafe by violent remedies, when

mild ones, with time, may be made to produce the fame efFed.

Nothing can refemble an ingrained difeafe in a human body, more

than an ingrained vicious habit in a flate. The fpirit of a nation is

influenced, as has been faid, by the adminiftration of its govern-

ment. So large a fum of mifapplied money creates a political dif-

eafe, which mufl be purged away by degrees ; and new doors muil

be opened to receive thofe whofe former method of fubfiflence is.

thereby intended to be cut off.

Let me next examine the confequence of a gradual and infenfible

reduction of taxes, relatively to trade, induftry, and manufactures.

It would be both tedious and fuperfluous to trace the fleps by

•which fuch an operation ought to be conduded. Let me fuppofe it

compleat ; but let it not be fo very gradual as to blot out all remem-

brance of the age of taxes, and of their efFeds.

We have fufficiently analized the whale progrefs of circulation

;

we have fhewn how it mull conllantly be in proportion to aliena-

tioii, and how, when deficient, induflry fuffers a check. Even

when peace is reflored after an expenfive war, we have lliewn how

circulation diminifnes, from the abatement of public expences, how

money llagnates, and how it is coofolidated upon property of a more

permanent nature.

2 Xet
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Let us now apply thefe principles to the queftion befefe us. Let

taxes be aboliilied ever fo gradually, the circulation of the exche-

quer muft ceafe in proportion ; confequently, the whole alienation,

and the whole induftry which is the obje(5l of that alienation, mull

ceafe alfo. The money iffued from thence at prefent, continues its

progrefs from hand to hand, and all is found necelTary for circu-

lation, in this age of taxation, as we have called it. What a deal

of indiiilry is implied in the circulation of a fum equal to all the

taxes ! Let thofe v/ho choofe to calculate, flate the following pro-

portion, becaufe I will not here interrupt my fubjec^.

As the whole money of the country is to all the alienations per-

formed by it, fo is the fum of taxes to that part of alienation which

will fall with them.

If a gradual diminution of taxes muft have the efFecfl of extin-

guiihing fo much induflry, it will have the effect of flarving the

induftrious who lived by it. But before they ftarve, the price of

work muil fall below the price of the narroweft fublillence : becaufe

the never failing foreign demand for fubfiftence, will keep it above

the rate of their flender abilities^ as long as any trade remains.

To imagine a foreign outlet for cheap manufa(?tui'es, while the

fubfiftence of workmen is at par with other nations, is againft

all principles ; as it is againft experience, to fee a country without

revenue, and without taxes, carrying on with fuccefs the opera-

tions of induftry and foreign trade.

Compare, therefore, the fituation of fuch manufacTiurers with

thofe in the age of taxes. Compare thofe who would augment a

fupply far beyond all the demand for it, with thofe who are paying

large taxes, and as regularly drawing them back, either upon the

fale of their work, or in confequence of wages which enable them

to be idle two or three days in a week.

In fuch a fituation, how ardently would the former wifli to fee

the idle confumers furnifliing again a copious fupply of money to

government, for removing fuch inconveniences. They would then

quickly perceive that they had not been of that clafs which had

felt
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felt the load of taxes ; they would recal to mind the joyful hours

tliey had fpent in public houfes ; the fortunes which every induf-

trious man might hope to accumulate, while every branch of

induftry was kept alive, by the means of a copious circulation.

If, therefore, the induftrious clafles of a people cannot be bene-

fited by an abolition of taxes ; let us next inquire, to whom the

advantage would accrue. ,

It lias been faid, that the idle confumers pay all taxes of the pro-

portional kind ; the proprietors of lands, houfes, See. bear every

where a very large fliare of taxes both proportional and cumulative.

This clafs of men, therefore, are thofe who bid the fairell to reap

a benefit from,an abolition of them. But the proprietors of lands

ai'e by no means included in the clafs of idle confumers, in every

refpecT: ; altho' they may be confidered in that light, with refped

to fuch taxes upon their confumption as they do not draw back

from their direft induflry, in producing fome manufadure which

they may fell again, with a profit proportional to the tax they paid.

They are mailers of a property, which, in a country of induftry,

is daily augmenting in its value. Their fortunes, often fwell

fafier than thofe of any one clafs of the induilrious ; but they aug-

ment by annual income ; the fortunes of all the reft, increafe by

the capital. Every penny raifed in a landlord's rent, is equivalent

to half a crown gained by a merchant.

If it be true that taxes, rightly impofed, do no prejudice to any

of the manufadluring, or any-wife induftrious claffes of a people

;

and if it be true, that an abolition of thofe taxes, by contrading

circulation, would difcourage induftry; then we may determine

that the landlords would lofe much more in finding the improve-

ment of their lands interrupted, than all they can gain by adding

their taxes to their prefent fortunes.

Combinations of this fort are fo involved, that I cannot pretend

to unfold them ftep by ftep, as might be done in cafes of a more

fimple nature. The conclufions therefore drawn from refearches of

this kind, do not command that alTent, which we find in a man-

ner
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ner extorted from us upon other occafions. In this chapter, I have

not undertaken to demonllrate that the judicious impofition of

taxes is advantageous to a country in every refpedl. My view is to

point out the advantages they adually have. The common opinion

is that they are hurtfuL Our feeUngs, however, have raifed doubts

with many great men concerning the truth of that propofition.

If my inveitigations, however imperfe6t, and however hable to

objections, lliould faciUtate to others the clearing up a point, which

is beyond the reach of my capacity to extricate, this conlideration

will be a fufficient encouragement for me to proceed.

Let me, therefore, lay afide the thoughts of analizing the eifecfls of

taxes, with fuch accuracy as to form a demonilration of their being

more beneficial than hurtful to an induflrious nation, and that the

throwing them back into circulation does more good, than the

raifmg them does harm. But let me fliew, in general, tha: the

intereft of landed men, who, I think have, beyond all doubt, been

proved to be thofe who, in the firft place, pay a confiderable part

of proportional taxes, does by no means require an abolition of

them. ^

The proprietors of lands, whom we have hitherto confidered

as being of the clafs of the idle confumers, advance their rents by

the great demand produced for fubfiilence, in confequcnce of in-

duilry. This, if it does not raife the price of fubfiilence, keeps

it, at Icafc, at an equal flandard ; and that ftandard mull bear a.

proportion to what it is worth in other nations, as long as trade

fubfifts. But let trade decay, let domellic induftry fail, it will not

be the foreign price which will tlien fupport the rate of our

markets. What a multitude of circumftances contribute to tlie

exportation of our fuperfluity ! I can fend from Charing-crofs, any

parcel whatever, to the difcancc of fifty miles, cheaper than front

my own country habitation, where I can have a man, with a carr,

for two fhillings a day. From Charing-crofs, I can fend, at an

hour's warning, many thoui^uid tuns weight: here I could not do

the fame in many weeks. Near London, an extended common
maT
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may be inclofed and improved in a feafon : here, the improvement

of a fmall field is the bufinefs of a man's life. Let me even con-

fider how matters are changed within thefe fifty years. Under

takings which now are executed with little difficulty, were

then abfolutely impracticable. An army was neceflary thirty years

ago to make a road of a hundred miles, and the inhabitants were

aftonifhed at the execution of it
*

Were it necefiTary, at this time, to do as much every year, if mo-

ney be but provided, hands will not be wanting, either to condu6t

or execute the plan.

The number of people, ivell employed, makes the profperity of a

ftate ; and the profits of the opulent clalFes, by the augmentation

of induflry, more than compenfates all the burden of their taxes.

They grow in relative wealth ; and the acquifitions they make, are

commonly exempted from the cumulative taxes raifed upon their

pofleffions. In proportion to their indufiry in improving their

lands, their fortunes augment. The prefent fyftem of taxes does

not interrupt their operations. Were any great change in that par-

ticular to take place, which might iiii^ the market prices of ftib-

fiftence, even allowing that it would prove an advantage to foreign

ft-ade, they, I am fure, would be the firft who would feel the in-

convenience.

It may be wondered, why 1 have not fuggePucd, as a confequencc

of taxes, the increafe upon the price of the earth's produdions,

which is a dired indemnification to all the landed intereft, more

than equivalent to the taxes they pay. But taxes upon land, do

not augment the price of grain, as they raife the price of excife-

able goods. The reafon is plain. The tax upon land affeds only

the proprietor's fliare of the produce of his lands : were he to at-

tempt to raife the price of his grain, in proportion to the tax he

pays,, his farmer, who pays no land-tax for his portion, would

iinderfeil him in the market. A tax never can raife a price, except

when
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when it is laid on fo univerfally, as to make it impoillble for any

perfon to avoid it, who fells in competition with another who pays

the duty. It is from this principle that fmuggling often ruins fair

traders : the fmuggled goods are fold cheaper than thofe which pay-

duty, and the fair trader is thereby forced to fell below what he can

afford.

On the whole, I believe that when this queflion is thoroughly

underftood, it will be found, that taxes afFe61 prices far lefs than:

any one could imagine ; except in the cafe of excifes, rightly im-

pofed, and levied without fraud. There indeed they have their

effedt ; but in every other mode of impoflng them, T am apt- to

believe that; they do not produce the confequences commonly-

afcribed to them. I have already fuggefted the reafon in a former

chapter-upon this fubjeft 5 where the influences of competition in

tlie markets where commodities are fold, has been proved to v/ork

more irreiiilible efFeAs in regulating the price of work in general/

than any thing that taxes, not immediately impofed upon the very

article of ccnfumption, can produce. But if in fpitc of all that has

been faid, it fliould be urged that the prices of labour and manufac-

tures rife in .proportion to taxes, I anfwer, that the difficulties refult-

ing upon this hypothefis, would be many more . than could be ob-'

jeded to the other theory-. Gould, for example, any man affign a

reafon-j.why a pound of the beft- fnuff in England fhould be fold"

dearer than in France, where it pay^aduty of above tv/o ffiillings*

flerling ; why many articles of manufacfture can be afforded

cheaper in England, than in Scotland, where taxes are certainly

lower, and although a day-labourer in the iirfl: be paid a fliilling,

and in the laft little more than eight pence ; why fubfiilence fliould

be abfolutely dearer in Scotland than in England, taken upon an

average.; why univerfal experience flaould prove, that when the

price of fubfiilence is raifed by fcarcity, work inftead of rifmg, is :

conftantly lower than at other times •

From all
. thefe . appearances, added to the arguments I have

ufed to prove that taxes are not prejudicial to induftry, I conclude,.-

VOL.il B.bbb that.
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that the theory I have attempted to give is juft in the main ^

and tliat when taxes are jiidiciouily impofed, and actually levied

without oppreffion, they enrich a nation.

lino. By putting into the hands of a good ftatefman, the means

of removing every abufe ; of rendering the ftate refpedled by its

enemies ; of fupporting every clafs of induftrious inhabitants^^

when their particular branch falls under diftrefs ; of providing an

outlet for many young people, v/ho in time become ornaments to

their country, and inflruments of her defence ; of fupporting

foreign trade by bounties on exportation ; of encouraging the im-

provement of lands, the ellablilhment of colonies, the extenfion of

fifheries, and every other fcheme for augmenting the pfodudion

of fubliftence and manufacSlures.

ado. That the multiplication of taxes, exclufive of the encour-

agements jufl mentioned, which are bellowed gratuitoully on

trade and manufactures, do, of thernieives, and independently of

the proper application of their amount, augment, demonftrative-

ly, the mafs of circulation, alienation and induftry j and in this

refpedt may be conlidered as a voluntary contribution, in the firft

place at leail, from the rich who pay them, to the indullrious who
directly draw them back.

Ztio, As to that part of the people, who pay their taxes without

fharing the advantages of thofe who ferve the ftate in lucrative

employments, I fay the indullrious part of them pay nothing ; and

the demand for what they produce, is greatly increafed by the ex-

pence of thofe very men who are the obje6ls of their envy: and

farther, that if an alteration were to be made on the revenue, by

any abolition of taxes, thofe who imagine themfelves hurt at

prefent, might find, by fad experience, a much greater, and much
raiore real hurt, from what would difturb the harmony of the pre-

fent fyllem.

To conclude, we have a tolerable notion of the ftate of induftry

in former times, when taxes were little known : we may fee the

progrefs it is making in countries where, at prefent, impofitions

are
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are comparatively lower than elfewhere ; and we may compare

the Hate of thofe countries with our own, as to eafe and happinefs.

From fuch inquiries, nothing, I apprehend, can be concluded in

favour of the progrefs of indullry, from an abolition of taxes.

That fuch an abolition may produce fome good efFe6t, as yet un-

known, I fliall not pretend to deny : we have not lived long enough
to fee any experiment of this kind put in pradlice.

From the expofition I have given of this matter, there arifes a

great difficulty to be folved.

Ta":es are paid, no doubt, and no body according to this theory

feems to pay them. The induilrious draw them back j the pro-

prietors of land and folid property are faid to be indemnified 5

prices, it would appear, are not to fall by a diminution of taxes,

in favour even of the moll idle confumer ; they are not made to

rife in confequence of an augmentation on them : Whence then do

taxes proceed ? From what fund do they arife ? What intereft do

they affedl? I can folve.all thefe difficulties, by an anfwer to ano-

ther queftion. From whence arifes the value of a fmall parcel of

flax, when wrought into fine lace ? It arifes from the price paid for

time well employed ; which produces nothing when fpent in idle-

nefs. This is the fund out of which the greateft part of taxes is

paid ; it is a fund created by the induftrious Britons, which I hope

will increafe for many centuries, tho' taxes fliould increafe in pro-

portion. It is worth more than ten times all the taxes which could

be raifed, and all the landed property without it. Let that time

be fpent in idlenefs, and the whole produce of this ifland would no£

fupply the expences of government for a month,.

B b b b
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C H A P. X.

Are taxes a fpur to indujlry^ as fome pretend f ^

IT is not eafy to find out, a priori, how taxes fhould prove a fpur

to induftry. What makes feveral people adopt this opinion is

^heir feeUngs, in confequence of many circumflances arifmg from

experience, rather than what reafon, or the natm-e of the thing has

pointed out. But as nothing can be produced without an adequate

and natural caufe, it is proper to examine this political problem, by

an application of the principles we have laid down in the former

chapters. If thefe be juft, we fliall difcover by them, how it hap-

pens that in countries where taxes are high, where living, is dear,

and wh^re every circumftance feems to render the means of fub-

fiftence difficult to obtain, people live in the greatell plenty, are beil

and moft eafily fubfifted, and that induftry there m.akesthe greateil

progrefs.

For the folution of this quellion, let us call to mind the principles

which influence the multiplication of mankind, and the increafe

of labour and induftry, laid down in the firft book. We there ex-

plained how the v/ants of mankind promote their multiplica-

tion.

Money, the inilrument of alienation, was reprefented as the

primum mobile in this operation ; a defire in the rich of acquir-

ing every thing ^<i\xh. money, that is demand, was Ihewn to be

the fpur to induftry in the poor. It was faid, that if riches did

not infpire a tafte for luxury, that is for the confumption of the

labour of man, thefe riches would not circulate ; and that they

would then be adored rather as a god, than made fubfervient to

the ufes of men.

Connedt herewith that the impoiitioh of taxes is a method of

bringing money into circulation ; that thofe of the proportional

kind
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kind have the efFe6t of drawing from the rich, an additional price

upon every thing they buy, which goes for the ufe of the ftate,

and which otherwife would not have entered into circulation at

that time.

From thefe principles, I conclude, that taxes promote induflry

;

not in confequence of their being raifed upon individuals, but in

confequence of their being expended by the ftate ; that is, by increaf-

ing demand and circulation.

From the principles above laid down, I cannot difcover the

fliadow of a reafon, to conclude that the taking arbitrarily away

from fome individuals, a part of their gains by cumulative taxes,

or proportionally from others, hy augmenting the price of what

they buy and confume, muft in any refpedl imply an incitement

in the confumers to demand more ; and without this it never can

excite the induftrious to augment the fuppiy.

I readily allow that every one who has been obliged to pay a

tax, may have a defire to indemnify himfelf of the expence he

has been put to, by augmenting his induftry ; but if on the other

hand, taxes have put every one to a confiderabie additional ex-

pence, in proportion to his eftate, it would be abfurd to allege

this diminution of his fortune, as the caufe of a defire to augment

his confumption.

Examine on the other hand, the ufe made by the ftate of the

money raifed, and you will ealily perceive the juftnefs, I think,

of the above mentioned principles. This money belongs to tlie

public, and is adminiftred by private people. Public expence is

defrayed with a full hand; they vdio beftov/ the money, beftow it

for the public, not for themfelves ; and they w^ho work for the

public, find, or ought to find, the greatefl encouragement to be

diligent.

livei-y application of public money implies a want in the flate ;

and every want fupplied, implies an encouragement given to in-

duftry. In proportion, therefore, as taxes draw money into circu-

lation, which otherwife would not have entered into it at that

time,
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time, they encourage indiiflry ; not by taking the money from in-

dividuals, but by throwing it into the hands of the ftate, which

fpends it ; and which thereby throws it directly into the hands of

the induilrious, or of the luxurious who employ them.

It is no objedtion to this reprefentation of the matter, that the

perfons from whom the money is taken, would have fpent it as

well as the ftate. The anfwer is, that it might be fo, or not

:

whereas when the ftate gets it, it will be fpent undoubtedly. Be-

ftdes, had it been fpent by individuals, it would have been laid

for the fupply of private wants, which are not near fo extenfive

as thofe of the public : and farther, when money is fo taken

from rich individuals, it obliges them to find out a way of

procuring more, out of their folid property ; and when this

facility is not procured for them by their ftatefman, we fee how
taxes become both oppreflive and ill paid. On the contrary, when
it is provided, either by the returns of foreign trade, which

greatly augment the coin of a country ; or by banks, v/hich melt

down property into paper circulation ; we fee taxes augmenting

conftantly, without creating any impediment to confumption, or

difcouragement to induftry. All thefe confequences hang in a

chain, and hence the folidity of the principles upon which they

depend may be gathered.

After this folution of the queftion propofed, let thofe who are

verfed in hiftory combine circumftances, and examine .whether

facets do not prove the truth of v/hat I have faid.

During the time of the Roman empire, when the riches of

Afia flowed into the coffers of Rome, and were conftantly ex-

haufted by the prodigality of the emperors, we perceive, from

many circumftances, to what a degree the confumption of fuper=

fluities augmented. The price of certain commodities rofe to

an exceiTive height ; induftrious people, of tHe loweft extracT:ion,

were daily feen to amafs prodigious fortunes : thefe are proofs of -

circulation. But when we confider the expences of a LuculluSj

or of a CrafTus, who confumed, it is faid, the work of ten thoufand

flaves.
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fiaves, and compare the confeqiience of that confumptioii with the

expence of a moderA, who fliould confume the indudiy of ten

thoufaad freemen, we fliall find a wonderful difference in the eiFe(5ls

of the one and of the other, with refpedl to circulation, and tlie

encouragement given to induflry.

There was no alienation between Craffiis and his ten thoufand

ilaves, notwithftanding all the work confumed ; confequently,

the only circulation implied by this confuniption was in proportion

to the neceflaries which the mailer was obliged to purchafe for fo

^reat a multitude : and if we ftill fuppofe all thofe necelTaries to

have been produced by their own labour, then the ftate of Rome
could not, but by an arbitrary impofition laid upon Lucullus and

CrafTus, draw one farthing out of their coffers ; confequently, in-

duflry could not increafe in proportion to the loads of wealth

brought from Afia by thofe generals. Whereas were Lucullus now
at London, or at Paris, he would not be able to fpend a fliilling,

without giving a penny, and perhaps more, out of his treafure to

the ftate, which would immediately throw it back into circulation.

As we are now on the fubjeft of circulation among the ancients,

let me briefly trace the progrefs of it in Europe, through different

modifications, to our ov/n times, and fo clofe this chapter.

When the feat of empire was tranflated to Conftantinople, and

all the Afiatic provinces attached to the Emperors of the Eaft, a fcop

was put to the augmentation of coin and bullion in the empire of

the Weft. A confiderable part of what had formerly been there

returned to Conftantinople, and the remainder fell a prey to the

barbarous nations which overran it. This may be called the firft

period.

Ihefe barbarians, by enflaving all the ancient inhabitants, and

by forcing them to perfoi'm every kind of fervice, niuft have had

little ufe for coin. What they coined appears to have been broad

and thin.

Let any one rcfleft upon the infenfible wafte of filver plate, and

the ftill greater lofs on coin which circulates ; the vaft fums carried

6 oIl~
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off in the time of the Croifades ; the quantities buried or thrown,

into rivers in times of devaftation ; and add to thefe circumftances,

that from the fifth century after Chriil, till the difcovery of the

Indies, there was, probably, little or no filver or gold brought into

Europe ; and it will appear very natural, that coin fliould have been

at that time much more fcarce than formerly.

How contradled circulation was during, the 13th and 14th ceu:-

turies, may be gathered from the anecdote concerning alienation

in France, mentioned in the third chapter upon public credit.

But farther, the great fubordination eftablifhed by tlT£ feudal

form of government, and the military fervices to which fuch num-

bers were bound, had thc-effedl of preferving the ancient fimpiicity

of manners, fo unfavourable to induflry. The confequence was, that

Frinces could raife no taxes ; and that all- the money tlie people had

•was locked up in their chefts. We know there were in thofe days

abundance of wealthy people ; but their wealth infpired them with

no difpofition to confume at the expence. of ready money.

The difcovery of the Indies opened a third period, and threw^great

riches into the hands of the Spaniards: the houfe of Auftria was

the firH enriched, and appeared with great fplendor. for fome time*

Charles V. by his extenlive dominions, had an opportunity- of dif^

tributing this new gotten treafure among his fubjeds in Flanders,

his native country : this fet induflry to work in that quarter. - Tha

Portugueze difcovered the Eafl Indies : a new enticement to luxury y

a nev/ motive to become expenfive. The Hollanders became a

trading people, and with the money which their induflry had drawn.

from the magnificent Spaniard, they fhook off his yoke. Moneys

infenfibly began to circulate. Princes immediately found, as has.

been faid in the fecond book, that it was necefTary for them alfo to

augment their revenue, in order to maintain a proper fuperiorityr

over their fubjecls in point of riches. The increafe. of circulatioa

among individuals made it more eafy to raife taxes ; and the throw-

ing the amount of them back again, in gratifications to the chief,

people of the flate, engaged thofe who came by money in a man:-

ner
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ner gratuitoufly, to expend it as freely as they received it. No

wonder, then, if Princes found it an eafy matter to load their fub-

je£ls. They were fupported in this fcheme by the great men of the

flate, who found a benefit from it. This revolution has totally

changed the face of affairs in the prefent period of circulation.

Courts are fplendid ; armies are numerous ; buildings, in cities and

in the country, are magnificent ; an old city, compared with a new

one, appears hideous ; all public works are carried on with that

fohdity which we admire in thofe of ancient Princes and ilates,

when nations led into captivity were employed to perform them.

In thofe days the magnificence of Princes was in proportion to the

groans of their fubjedts ; now they are in proportion to their

wealth and eafe. Whence proceeds the difference, the effeds arc

tlie fame ? From good government, and a well regulated political

oeconomy.

I

C H A P. XI.

Conjideratwns upon Land-Taxes^ with fame Ohfervatlons upon

thofe of Engla7td and France,

OF all the kinds of cumulative taxes, that which is properly

impofed upon lands feems the bell : that is, it implies the

feweft inconveniences to the perfons paying, and to the ftate in

raifing it. That it is an unequal impofition is plain and certain

;

this character is unavoidably attached to every fpecies of cumu-

lative taxes, in one way or other. It has alfo the effedt of calling a

general difcredit upon the purchafe and improvement of land ; be-

caufe the proprietors are naturally expofed to augmentations,

which may, almolt with the fame eafe, be carried to the total

amount of the income, as to any proportional part of it. This has

VOL. II. C c c c beea
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been mentioned in a former chapter, where the intereft of a nation's

debts was fuppofed to inereafe fo as to equal the value of all the

land-rents, and the whole revenue of individuals.

Land-taxes are impofed in various forms in different countries,

and all are fuppofed to bear a determinate proportion to the rent.

This, however, is never, nor indeed can it ever be the cafe. The

value of land is varying perpefually, from the induilry of the inha-

bitants. Beiides this inequality, there are other inconveniences

fsroceeding from the unequal diftribution of property. In Scotland,

for inftance, land is divided into large portions ; very few fmall lots

are to be found. The clafs of farmers, for the moft part, labour

the lands of others, who hive large poffeffions. This is lefs the

cafe, I believe, in England, and ftill lefs in France and in Germany.

A land-tax, therefore, being fuppofed univerfal, would, in Scot-

land, do little harm : in England, it falls heavier upon- the fmall

proprietors ; becaufe the fum exadted bears a greater proportion to

the fuppofed fuperfluity of the proprietor. In France, it is ftill

worfe ; for there the exemptions of the numerous clafs of nobles,

and many other circumftances mentioned above, entirely deftroy

even the fhadow of proportion. It is out of my way to enter into

any long detail upon this head, with refpedt to different countries.

I ftiall therefore confine myfelf to a very few obfervations upon

the method of laying this tax in England ; and upon a projed which

has been long in agitation in France, to raife their land-tax by way

of tithe upon the fruits.

This fcheme was firft propofed to the late King of France by the

Marschal de Vauban, in 1699, and the propofal v\'as renewed fome

years ago in a performance called the Reformateur. But as it would

prove hurtful and burdenfome to France, in a great degree, from

a circumftance which has not been attended to, the examination, of

this fyftem of taxation will ferve as a good illuftration of this part

of our fubje61:.

The land-tax in England has, in my humble opinion, two re-

markable defeds. Firft, The fums impofed at fo many fhillings in

the
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the pound *' upon every diftrid of the kingdom, whether cities,

towns, univerfities, or open country, even upon the King's palaces,

inns of court, &c. are not diftributed according to any rule of pro-

portion upon the property of individuals ; but this operation is left

to aflellbrs.

Secondly, All perfonal eflates, except property in the public funds,

and ftockupon land, fuppofed necejQTary for agriculture, are charged

in the fame proportion as land-rents.

I fhall now point out the inconveniences and bad confequences

of thefe two capital defeats.

When a tax is impofed at fo many fliillings in the pound upon the

income of a whole dillridt, every article of the property which pro-

duces it ought to be fpecified. If this be omitted, there is a legi-

flative authority veiled in thofe who make the diilribution.

The articles which compofe the whole property, and the revenue

of each article being once determined, the Hate has it in its power
to impofe the tax according to what proportion it thinks fit ; of one,

two, or more fliillings in the pound. But then, in favour of the

contributors, the different articles which produce the fuppofed total,

ought either to be fpecified in the law, or reference fhould be made
to a book of valuation where they are recorded.

It is no eafy matter to frame the valuation of all the property of a

country : and it is a fcheme I fhould be very far from propofing,

unlefs the fpirit of a nation took fuch a turn as to wifli for it. But

where a determinate fum has been in ufe to be levied upon a certain

diftrid, it does not appear fo difficult to make a proportional diilri-

bution of it according to equity, and to adhere for the future to

that diilribution, confidering it as a proportional valuation, if not a

real one. This is done every year, and without it no fuch tax could

* That the anfeffi-nents, in the annual aft for the land-tax, are generally underRood

to be at the rate of i, 2, 3, or 4 {hillings in the pound, is true; but it is to be

obferved, that no fuch rate is mentioned in the ftatute with refpeft to real eftates or knd.

The rate of a certain number of fhillings in the pound occurs only with regard to per-

fonal property.

C c c c 2 be
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be raifed. But when annual diftributions are made, difcontents

conftandy arife ; and the pretended equality thereby obferved,

produces Vv'orfe efteds than the inequalities which would follow

from the other fcheme : becaufe the change in the relative value of

poireflions would then be chiefly owing to the indullry of every

proprietor in improving his lot.

How valuations in England were made originally I cannot tell *

;

but in Scotland, it is very certain, that as to lands they were all fet

down in a book of valuation at their fuppofed rents at that time.

So let the fum raifed be what it will, every man at leaft knows that

his proportion mull be according to his valuation in the general

regifter.

In England, the cafe is totally different. The proportion every^

diftri^l is to pay, is indeed recorded by an original diflribution made

many years ago in King William's time. By this it appears what

every city, county, univerlity, &g. is to pay according as the tax is

impofed at one, two, three, or four Ihillings in the pound. This is

precifely the regulation in France, as lliall be more fully obferved ^

but ftill fuch regulations nowife prevent the moil grievous incon-

veniences which attend thia tax 5 becaufe the burden of it does not

* There is no veflige in the hiftory of England, fince Dooms- day book, of any regu-

iar valuation being made of all the lands of the kingdom, nor of any tax impofed,

fingly, on that branch of property.

The lubfidies, monthly afleffments, and pound rates,^ in the different ftages of the

monarchy, have ail been mixed duties ; compofed of a charge upon the lands, upon,

the money and perfonal eftates of the fubjedt, and frequently including a poll-tax, where-

qualities, that is rank, were differently charged.

The whole operation of diftributing and raifing this duty, has been by GommilTioners

named by the King, or by parliament, who fometimes upon oath, and fometimes not,,

inquired into the extent of every one's private fortune, and afTeffed them accordinglyo.

"Whoever wilTies to have a- more full account of this confufed method of raifing a land-

tax in England, may confuk Davenant's Ways and Means,, Article of Monthly AfTefl-

ments, and Aids upon a Pound-rate^

a 'GonfiH
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confifl in the total amount, fo much as in the partial diftribution

upon the inhabitants in every fubdivifion.

In England, let me fuppofe the proportion of the general fum
for a particular difuict to be ten thoufand pounds, at four fliillings

in the pound. How is this to be levied as the law Hands I Inftead

of books cf valuation, which fhew at leall the proportion of every

man's property, if not the real value of it, afieflbrs are conftantly

ealled n,. who examine the rents of all the lands according to the

laft Icafes of them. If they have been improved and let at a higher

rent than formerly, the proportion of the tax is augmented. IF

they have not been let, but ftill remain in the pofleilion of him who
improved them, the tax is not augmented. If the tax be found to

fall too heavy upon the lands and houfes, then perfonal eftates are

made to contribute, as is the cafe in London, All queftions or dif-

putes about the repartition of the tax are determined, without

appeal to the courts of law, by the commiffioners appointed for

laying on the tax ; as in France they are determined by the Inten-

dant- Without this regulation all would run into confufion, for

the reafon I am now going to- mention, and which regards the

Jecond defecl in this tax.

Any proprietor of lands is entitled', from the word^ of the ftatute,

to infiltthat the whole perfonal eftates of thofe of the diflrid fliall

enter into computation of the total value upon which the fum im-
pofed is to be affefled. Were fuclx queftions to come before a courr

of law, where the judges are obliged to determine almoft according

to the letter of it, I believe no land-tax could be levied in that king-

dom.. But manners, not laws, govern mankind. The fpirit of the

Engiifli nation is fuch, as to be incompatible with every thing which,

favom-s of oppreillon. Hence the few complaints againft the

afleflbrs, or thofe who judge between parties. And as the land-tax;

is levied without any complaints, except as to the total amount j

while that remains the cafe, the fewer the innovations made upon

it are, the bettero.

In
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In France, the fum of the ia'dle to be raifed upon the kingdom for

the year is determined in the King's council ; and the proportion of

every difl:ri6t (called an Ele^imi) is there particularly fpecified. The

diftridt of an Intendant is called a generality, and comprehends in it

feveral ele6tions. The Intendant, therefore, makes the diftribution

of the general fum impofed upon every eleftion, and upon every

town, village, and parifli in it, according to a certain proportion ;

and rules are prefcribed to the collectors of every parifli, concerning

the method of taxing every fpecies of income, every emolument of

indullry, even every animal in the pofTeffion of thofe v/ho are fub-

ie6t to this tax. This proportion is calculated to carry the moft

fcrupulous attention to every man's gain, upon all efFedts belong-

ing to him, and upon every poffibility of making profit by induftry.

All this is carried into execution with the greateil feeming equality

in the minute fubdivifions.

But as the firfl impofition of the tax is not proportioned to the

aftual value of the income it is intended to affect, and as the In-

tendant does not fet out by a particular valuation of every man's

polTeffion, before he dillributes the tax upon the feveral parifties,

he is obliged to make up the deficiencies by fecond and third diftri-

butions.

Although this taille afFecfls every fpecies of property producing

an income, as well as every kind of induftry and employment, it

does not afFeft every landlord for his rent, fo much as every culti-

vator under leafe, for his fuppofed profits. ,

Land-rents in France belong, for the moft part, to the higher

clafTes ; and thefe, whether they be well born or not, are exempted

from this tax, providing they be noble ; a word which has no re-

ference to birth, but to certain privileges which any man, who has

money, may acquire.

It was in order to avoid this exemption, that the Marechal de

Vauban wanted to fubftitute a tenth inftead of the prefent taille

}

for a reafon we fliall prefently fee.

All
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All the land-rents, therefore, of the nobles are exempted from the

taille, and are only afiedted by vingtiemes and dixiemes ; but when
they cultivate their own lands, their privilege of exemption from
the taille is confined to as much as four ploughs can labour ; and
this farming mull be carried on by menial fervants, unmarried, in

order to prevent fuch proprietors from defrauding the tax, by really

letting their lands under pretext of holding them in farm.

This exemption, as to their land-rents, is more apparent, how-
ever, than real. It is not the lands of the nobles, but the rejit paid out

of them which is exempted from the taille ; confequently, by impof-

ing an exorbitant taille upon the lelTee, very little remains for the

land-rent; and this tax being laid upon a fet of people who are

loaded with many others, is in the end more burdenfome to the

proprietor, than if he paid it himfelf. But a change in this policy

is impradlicable. The gentlemen of France will probably never

fubmit to a taille ; and although, by yielding up that point of deli-

cacy, their rents might be raifed in the end; yet as matters ftand,

they know they enjoy the rents they have, free of tax, and if once

they were made to pay any part of them, they do not know where

fuch payments might terminate.

To avoid the infinite oppreffion which refults from the French

principle of lliaring every man's profit as foon as he makes it, the

Marechal de Vauban propofed to abolifli the taille, as it is paid at

prefent, together with the capitation, hulujirie, and all the train of

cumulative taxes committed to the management of the Intendants
;

and to eftablifh in their room what he called a royal Tenth, mean-

ing by this term, a proportion of all the fruits of the earth, fimilar

to what is eftabiifhed in favour of the clergy. This he propofed to

lay on, according to the exigencies of the ftate, from one twentieth

part to one tenth upon every article of the grofs produce of land,

over all France. This he imagined to be equal to one tenth of the

land-rent. And the author of a book publiflied under the title of

the Reformatear, containing a new plan of taxation, in which there

arc fome things v/ortby of obfervation, follows in this particular the

I IMarechal
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Marechal de Vauban, without ever confidering the true nature of

a tax of this kind.

Of all the taxes upon the income of land-property, the tithe is the

worft ; and it has undoubtedly been eftabliflied among men, before

agriculture or taxes were underltood. Lands in all countries are of

different qualities : fome are proper for bearing rich crops of grain,

others are indifferent ; fome produce pailure, others forreft ; the re-

venue of fome confifts in wine, in mines, and in a thoufand different

productions, which coft, fome more, fome lefs expence to culti-

vate. The tithe takes without diftinfbion a determinate proportion

of the fruits, in which is comprehended the tithe of all the induftry

and expence-bjellowed to bring them forward. As an example of

this, let me fuppofe a field of corn, which cannot pay the pro-

prietor above i- of the grain it produces, many I know cannot pay

above 4, but let me fuppofe it 4: another may pay with eafe 4.;

another even 4 ; the fields about Padoua pay -i
; grafs fields pay

ftill more j and rich hay fields will pay in fome places -i, and

even 1.

How then is it poffible there fhould be any equality in a tax

which carries off, without diftinc^ion, a certain proportion of the

fruits, when thofe fruits bear no determinate proportion at all to

the expence of raifing them ? But befides the inequality of this tax

among proprietors, I afk how it is poffible that any rent fliould be

determined for lands, which are fubjedt to a 'variable tithe, fome-

times at -rV> fometimes at ^V of the produce ? Let me demonftrate

the impoffibility of fuch a plan, by an example.

I fuppofe the Marechal's plan eftablifhed, and that the tithe to be

impofed is to be dedu^fted from the rent ftipulated between mafter

and tenant. This was his intention : he has in many places declared,

that all tithes were to come out of the land-rent, which indeed

is the only fund upon which a land-tax ought to be eftabliflied.

And he has as often declared that he never intended this land-tax

ifliould exceed one tenth of the rent, or two fliillings in the pound.

I fuppofe
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I fuppofe a field, producing every year 1000 bufliels of grain,

to be let: it is to pay a variable tithe, fometimes of 100 bufliels,

fometimes of 50, according to the exigencies of the Hate. I far-

ther fuppofe one third of the produce to be equal to what the farmer

can pay the landlord for rent. And I fuppofe the rent to be paid

in buHiels of grain.

According to thefe fuppofitions, the rent mufl: be 333 4 bufliels

fubje6l to the tithe. Suppofe it to be laid on at -V? or 100 bulhels.

Dedudl this from 333 i, remains to the proprietor 2334. The tithe

comes next year to -^~ ; this makes 50 of deducflion, remains to

him 283 4. So inflead of 10 percent, of his rent, he pays in the

firll cafe 30 per cent, and when at the loweil, he pays 15 per cent,

which is thrice as much as the Marechal propofed to take.

But how are mailers and tenants to reckon with one another ?

Lands are not let according to a determinate proportion of increafe.

Suppofe an ellate in lands of different kinds, how is the tithe to

be deduded then I Is the mafler to take the tenant's word both for

the quantity and the value of every article he has paid as tithe,

of every field, of every article in his poflefiion, even of the

chickens in his yard? If on the other hand, this variable tithe is to

be thrown upon the pofTefTor, which, in<ieed, is the only poffiblc

fuppofition, which way are lands to be let, when we fee that the

difference of the impofition, at different times, is no lefs than

I ^ per cent, or three fliillings in the pound ? This, however, would

be the only method for mafters and tenants to reckon.

But let me fuppofe another proprietor to let a grafs field adjacent

to that which bears grain, and that both were to be of an equal rent,

fuppofing all tithes out of the way. The grofs produce of the grafs

would be to the rent, little above the proportion of 4 to 3. Let us

then call the grofs produce 1000, as in the other cafe, 4 of which

would be 750, for the rent. One tenth of the whole taken from

that Avould leave the rent at 650, or little above I'^i-per cent, deduc-

tion at the highefl tithe, and 6'^ per cent, at the loweil,

VOL. IL D d d d What
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What inequality, therefore, would not fuch an impofition occa-

iion upon land-rents, and what inextricable difficulties in letting of

grounds ? From what has been faid, without farther inquiry, we
may declare that no land-tax can poffibly be raifed, with any equa-

lity, by a royal tithe ; and the Marechal has never confidered far_

ther, than how the King could with certainty and eafe to himfelf,

appropriate a portion of the lands in his kingdoHi,. leaving the. pro-

prietors and their tenants to fettle accounts the beft,way they couM.

On the whole, nothing can make us approve of the Marechal's

royal tithe, unlefs it be the prefentoppreffion which proceeds from.

the method of levying the taille ; by which it happens that in

France few incline to acquire the full property of lands.

Moft of the great eflates confiil of fee-farm rents. A man of three

thoufand a year land eftate, covers fometimes with his nominal

property (donnnum dire^liim) a whole country of fifty parifhes ; but.

the real property (dominium utile) of this vaft extent is fubdivided

into a number of fmall fees, of which he is only lord paramount ;,

and what remains is the property of the lower clafTes, who pay

what is called Rentes Seignoriaks, or noble rents, confifting in money

and grain. Thefe rents can nowife be afFeded by any tithe im-

pofed, becaufe they bear no proportion to the produce: and fup-

pofing they did, as in fome provinces, where they are called agriers,.

(which is the 4- or 4 flieaf paid to the lord) the tithe, inftead of

taking a tenth of the agrier, takes a tenth of the whole crop ; con-

fequently, only one tenth of this fixth or eighth llieaf falls upon,

the lord 5 the tithe of all the reft falls,upon the poor proprietor or

lelTee, who the more he is induftrious is opprelTed the more by this

impofition ; becaufe it carries oiF the tenth of his expence and:

labour, as well as of the farm which he rents.

This is the tax which the Marechal de Vauban recommended to-

be raifed univerfally over all the land-property of France,, when the

^ithe was at the higheft. To this the late reformer adheres ; but

propofes the twentieth inftead af the tenth ^ and after a nice calcu-

lation
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lation of the grofs produce of France, he eftiraates one twentieth part

of it to be worth about pj- millions of livres per annum. Hence
I conclude, that the twentieth part of the income, or one fliilling

in the pound of all the revenue of folid property in France, fairly

collected, would not much exceed one third of that fum, or about

30 millions, or r 333 333 ^- fterling. This firft part, therefore, of

the Marechal's tithe, impofed at J^, would lay a tax equal to three

Ihillings in the pound on the poor lelTees and vafTals of the nobles,

while, contrary to his exprefs intention, the whole fee-farm

and noble rents of France, would efcape taxation. From this we
may conclude, that no tax upon land-rents can poilibly be raifed by
way of tithe : as alfo that when it is taken in kind it is the moil

oppreffive, the moft unequal, and the moll difcouraging to indullry,

that ever was contrived.

The Marechal's principal motive for propoling this mode of

taxation, was to avoid the difficulty of obliging the nobles to pay

the taille. He found alfo, that there would be great eafe in colledling

this revenue for the King, without demanding money of the lower

clafles. The confequence, however, would have been, either to

ruin all leflees, if they continued to pay the fame rent for the lands

as formerly, or to introduce the greatelt inequality imaginable

among proprietors, if the tithe had been totally caft upon their

rents : but as to the method of fettling accounts between mafter

and tenant, in confequence of this tithe, both the Marechal and the

reformer are totally fdent.

The Marechal's Dixme toyale, with all its defeds, is a book of great

value, from two confiderations.

The firft, that he had all poffible accefs to come at the true flaie

of the nation. The fecond, that he wrote with great impartiality,

and with a fmcere defire to ferve the landed intereft, without intend-

ing to hurt that of the King his mafter. From this book, we have

un opportunity of judging of his notions of taxation ; and from the

confequences he himfelf points out, we difcover the miferable

D d d d 2 ftate
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ftate o£ the eommon people in France, whofe fituation at this day

is not much changed for the better.

The Marechal's fcheme was to reduce the whole revenue of France

under four heads.

The iirft, a general tithe of all the fruits of the earth, without-

diflinftion, which we have already explained.

The fecoiid, a tithe upon every income whatfoever, even upon

the profits of labour, fervants wages, employments, pofleflions,.

and trades of all denominations.

The third, was a modification of the gabelle, or the duty upon fait.

The fourth, which he calls the fixed revenue, was to be compofed

of the domain, and feveral other branches of taxes which he allowed

to fubfift, judging them, I fuppofe, not hurtful to the flate.

I Hiall now fliew wherein the Marechal's plan of taxation is con-

trary to principles, and leave the reader to make his conclufions.

Firfl, he has declared in many places, that his intention was only

to impofe a tax upon the income of land,, which he underHands to

be that part which remains after the dedudbion of all expences of

cultivation &c. in other words, what every one underftands by

land-rent, aiid which, no doubt, is the only proper objedl of tax-

ation : but in order to impofe upon this part his royal dixme when

at the real tenth, he takes the tenth part of the whole produce, iu-

ftead of the tenth part of what goes for the rent ; and, as far as I

have been able to difcover, he never perceives that, there is the.

p-reateft difference between thefe two quantities..

The fecond article was the tithe of every income, not confiRing

of the fruits of the earth.

Where an income arifes from a branch of property which can

render it determinate, I fnail form no objedion to a tithe or two

fliillings in the pound upon it. But when he comes to tax law-

vers, attorneys,, phyficians, &c. according to the value, of their

emoluments, I own I cannot find a pofTibility of preventing abufe.

in the collection, or inequality in the im-pofition of the tax.

The
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The Marechal's principal point in view was agreeable to the

ijanding maxim in France, to make every one contribute according

to his income. Very right, fo far as it is pofiible, without imply-

ing much greater inconveniences than what can be compenfated by

this imaginary equality. I call it imaginary, becaufe in the exe-

cution it will be found, that no body will really pay what they

ought, except thofe whofe income cannot be concealed. Whenever

any part can be hid, there mufc, in my opinion, refult a great ine-

quality, and great oppreffion, in endeavouring to afcertain it.

A fliort obfervation will fuffice to give a view of his notions with

regard to merchants and trade in general. His intention was to

be very indulgent to this clafs of inhabitants ; and he feels all the

advantages of trade. He propofes, however, to profcribe all notes of

hand payable to bearer, as it is a method of concealing wealth and

exadling intereft for money ; which he fuppofes to be contrary to-

fcripture. Trade vv^ould be ill carried on with the Marechal's

reftric^ions.

When he comes to the lower claiTes, which he fuppofes to com-

prehend one half of the people, to wit, all tradefmen, manufac-

turers, and day-labourers, their wives and children i he takes the

,
example of a weaver, as a middle term, to judge of the gains of

the tradefmen and manufadturers. He fuppofes this weaver to

have a wife and family, to work 180 days only (becaufe of the

many holidays, as welt as accidental avocations) at lo^d. fcerling

a day. This makes his year's labour worth 7/. ly s. 5^. llerling.

Of this he takes loj. loi-d. for the greatefl tithe. Befides this, he

exacts of him for his falt-tax, for four perfons in his family, 12 s. 9 d.

So that this man,whofe whole labour is only worth 7 /. ly s. ^ d. fter-

ling, is to pay i /. 3 j. y'^d. of cumulative taxes out of it, which is

above i- of the whole fund of his poor fubfiftence : after which he

adds, " This, in my opinion, is a tax high enough for a weaver,

" who has only his tv^^o hands to gain his bread with, and wlio has

" houfe rent, meat and clothes to provide for a family, who fre-

" qucntly can gain very little for themfelves." To this I mufb agree.

Ifliall



according



CTh-ap. XL OF POLITICAL OECONOMY, 575-

Now by this mode of levying the tax it lofes every advantage,

and becomes an addition to the tithe laid upon the induftry of the

confumer. If every man in England were to be rated at the end of

the year, in proportion to the excife of as much beer as he may rea-

fonably be fuppofed to confume, would that be an excife ? certain-

ly not. It would be a poll-tax to all intents and purpofes, which no
liian could draw back.

I have little or nothing toobjecfl to the fourth article of the Mare-

chal's plan. He propofed no eflential change, either as to the im-

pofition, or method of levying the taxes which compofed. it. The
principal heads of them ai-e,

imo, The royal domain, or the king's landed eflate, together with

all cafualties attached to royalty, or feudal fuperiority; flamp-

duties, and the controk of public ads by notaries*

2do, The cuftoms upon importation and exportation.

3?/o, Certain taxes of the purely proportional kind; among which
was one upon tobacco, and one upon liquors dtank in public houfes

in the country. Here entire liberty is left to the confumers ; and^

the taxes are principally calculated to afFeft, or, as he calls it, to:

punifh luxury, intemperance, and vanity. With this view, he

wittily propofes an impofition upon large and ridiculous wigs,

at that time much in faihion, and upon feveral. othei^ articles o£

extravagance.

This is a fliort Iketch of the Marechal's fyflem of royal tithe, con-

fidered as to the principles only, upon which the feveral taxes

were intended to be impofed. The treatife contains feveral ad-

mirable things ; efpecially with regard to recapitulations of inhabi-

tants, lands, houfes, animals, 8cc. highly deferving the attention

of the ftatefman, who intends to execute any plan for national;

improvement.

I fhall now fet before the reader the Marechal's calculation, as tc

the amount of the four articles, when at the loweft, and at tha-

highefl ta xation. z

When;
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When the tithe is underflood to mean the 20th part of the

fruits, &c.

Livres.

I. The tithe of the lands .
- - - - - 60 000 000

IL The tithe of all revenue and indullry - - 15422500

III. The falt-tax at eighteen livres the ?;/wwr'- - - 23400000

IV. The fixed revenue - - - - 18000000

Total of the four articles, when at the loweft taxation 1 1 6 822 500

When the tithe is underflood to mean the tenth part

of the fruits, the two firfl articles are jufl double of

what they are ftated at above, viz. - - 150845000

The falt-tax at thirty livres the minot - - 39 000 000

The fixt revenue never changes, and Hands always at 18 000 000

Total of the four articles, when at the higheft taxation 207 845 000

In impofmg this tax upon the fruits, he allowed no exemp-

tions, not even in favours of the princes of the blood : for this he

gave an excellent reafon. Tithes, faid he, were the ancient patri-

mony of kings. The Roman emperors and kings of France en-

joyed them. Trom thofe duties no noble was exempted. This appears

from the ecclefiallieal tithe, which, he aliedged, to be nothing but

die royal patrimony, alienated in favour of the church ; confe-

* The minot is a meafure of capacity equal to three Paris budiels, or the fourth

part of a ftptier ; which is abaut one half of an Enghfli quarter. This makes the

7ninot to be about an Enghfh bufnel. The Marechal propofed that this quantity,

when at the loweft price, {hould be foJd for 18 livres, or i /. 6 s. i \ d. fterling j

and when at the higheft, at 30 livres, 2 /. 3 ;. 6 ^^ d. from which we may judge of

the exorbitancy of the gabelle, even afcsr all the diminution he thought proper to

make irpon it. The French money mentioned in the Marechal's Dixieme royale, is

here converted into 52*^ d. fterling, for the French crown of three livr--s: becaufe

tisefjlver coin in France, at the time he wrote, v/as 30 livres 10 fols the marc (Dutor,

sriap.. I. aft, 6.) ; and at prefcnt it is at 49 livres 16 fols,

quently.
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quently, there is nothing derogatory in paying the tithe, although

nothing be more fo than paying the taille. So great is the diffe-

rence between terms, when the ideas of a nation are connected

with them

!

CHAP. XII.

Mifcellaneous ^ejlions relating to Taxes.

THE fubjeds of credit, debts, and taxes, have been fo exten-

fively treated of in the two lall books, that I hope no quef-

tion I now can propofe will ferve for any purpofe, but to fuggell

the folution of it, fo far as it comes under the principles we have

been deducing.

Quest, i. What is the molt proper method for impoling a land

taxf

I anfwer, that according to equity and juftice, all impofitions

whatfoever ought to fall equally and proportionally on every one,

according to his fuperfluity ; but in land-taxes this equality is not

fo elTential as in moil others. The great hurt arifing from in-

equality in taxation proceeds from the inequality occafioned thereby

in the competition between the clafTes of the induftrious. When
the fame tax affects people of the fame clafs differently, thofe who

bear the heaviell load gain lefs, though their induftry be equal.

But in land-taxes the cafe is different : the tax there only dimi-

nifhes an income already made, and in fa6t diminifhes the value of

the property ; fo that were land-taxes made perpetual dedudlions,

the whole lofs of the tax would fall at once upon the a6lual pof-

felfors at the time it is impofed. Every fubfequent purchafer, by

deducT:ing the land-tax out of the rent, would calculate the value

VOL. IL E e e e of
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of the remainder only- ; and the confequence of the tax would be,,

virtually, to transfer a part of the land-property to the iiate.

The confequences of fuch a change upon property may produce

a variety of new combinations. The flate may then fell, this por-

tion of their property ; they may with the price received pay oiF

part of their debts ; they may acquire certain diftridls of the

country, where, being both fovereign and proprietor, they may
abolifh taxes, which would then in a great meafure affedt them-

felves only, and eftablifh manufa<5lures for foreign exportation.

Although an abfolute equality in this tax is not fo very requiiite,,

ftill the inequality ought to be afcertained, and every income in-

tended to be affe(5led by the tax flioiild be fpecified in one way or

other. For this purpofe, the bell method feems to be, to make the

regulation of any one year a rule for the fubfequent years, until it

be judged proper to make a new general valuation of every part.

This is a confequence of vdiat has been faid: a flu6luating annual

valuation, which is the cafe in France, produces numberlefs in-

conveniences ; and upon the whole, they are far greater than

thofe which it is intended to avoid.

I agree that the fame land may be worth more one year than

another ; but it is impoffible by a fluctuating valuation to afcertain-

that difference over a whole country, to the fatisfaftion of every

one ; and although, by fixing it at one rate upon every poiTeffion,

inequalities muft take place, yet fixing it from rifing in propor-

tion to improvement, will prove an encouragement to induftry,

which will greatly overbalance fuch an inequality. Every one

then will be in the way of acquiring an addition to his income,

free of land-tax ; and if this be thought too great an encourage-

ment to improvement, let the regulation be only fixed for a deter-

minate time ; fuppofe a century. This is no more than giving

everyone a leafe as it were of their land-tax for a hundred years ;

and experience fliews, that without granting long leafes it is im-

poffible that lands fhould ever be improved.

Were
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Were innovations practicable, according as right reafon and
plain principles direc% it is very certain that a land-tax might be

impofed in a better way than I have here fuggefted. But to what
purpofe would it be to lay down fchemes beyond the power of exe-

cution, when the principles already deduced fo plainly point them
out?

Quest. 2. Which is the befl method of levying taxes ; by farm,

or by the management of commiffioners appointed by the ftate ?

The beft way to anfwer this queftion, is to fliew the inconveni-

ences and advantages of both. The arguments againft farming are,

imo, The great fortunes made by the farmers occafion jealoufy,

and expofe to the eyes of the people a fet of men who are become

rich at their expence ; hence envy arifes, and hatred againft go-

vernment.

o.do, In years of fcarcity, war, or public calamity, dedudions of

the rent, or annual fums paid by the farmers, are demanded, and

can hardly be refufed, and the farmers always overvalue their lofs ;

here therefore is an unequal bargain : the farmer 7niijl gain, the

ftate may lofe.

2,tio, The people pay lefs willingly to the farmers than to the

King ; magiftrates in general fupport the raifmg of duties with

more unwiliingnefs, and feverities upon delinquents are lefs eafily

born.

Thefe inconveniences are avoided in the management. There

men of the beft abiliries may be entrufted v/ith that employment
;

experience fliews that many branches of taxation have been car--

ried to great perfection under management, and men of probity

and capacity will ad: with as great zeal for the public as for them-

felves.

The principal arguments for farming are ; the advantage of

having a fixed and certain revenue to depend on at regular terms ;

that the fanners a6l with more zeal for themfelves, and with

greater impartiality in employing under-officers, as well as more
frugality, and therefore can aiford to give a higher rent, v/ith con-

E e e e 2 ftderable
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fiderable profit to themfel^es, than can be made effectual under the

bell management : befides, every one judges hnnfelf capable to

adminifter the King's afFah^s, becaufe he finds profit in it ; but

people think twice before they undertake to be farmers of a reve-

nue they do not well underfland.

In the adminiftration of taxes, it ought to be the obje<5t of a

ftatefman's attention and care to profit of every advantage attend-

ing the different modes of levying them. It is not fufficient to in-

quire into the general confequences of the two modes of admini-

fbration, the management and the farming of taxes : thofe of the

cumulative kind efpecially, afFeding the lower clafiTes, would be

very improper objedls of a farm ; becaufe it would be in a manner-

delivering over the greater part of a people to the rapacity of tax-^

gatherers.

On the other hand, the farming of proportional taxes is not

liable to fo many inconveniences. The farmers there are princi-

pally employed in watching over thofe who advmice the taxes, and

who are themfelves, as has been faid, in reality the tax-gatherers

over the people.

When therefore circumllances permit, without inconvenience,

the fabrication of excifeable goods to be incorporated with the

farm, this of all others is the beft method of levying taxes.

Exam.ples of this are familiar almofl; every where. The farmers

of the fait and of the tobacco in France are in this fituation. In

retailing thofe commodities, they colledt the price they pay for the

compofition ; that is, for the farm of them. It is not the fame of

the aids in France. There the farmer fuperintends the imme-

diate tax-gatherer, to wit, the retailer of fpirituous liquors, or

of other things fubjed to the tax. The circumfcribing the num-

ber of places where excifeable commodities are fabricated, and the

fliutting them up within inclofures, would greatly facilitate the

levying of all excifes, whether by farm or by management.

In order therefore to decide whether the preference ought to be

given to the management or to the farm, circumllances are to be

weighed.
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weighed. When a tax is new, or has been ill managed, or has

fallen, without any vifible caufe, below what it formerly produced,

or ought toliaye. done; when the amount is unknown, by being

of an extenlive colledlion : in fuch cafes, fliort farms, and even feve-

ral fubdivifions of them in a country, may be of ufe. But when a

tax is well underllood,: and a good plan of levying it laid down, it

may be well raifed, and perhaps better improved, under a ma-
nagement ; as alfo, when it is of a nature to be eafily underllood,

and when the very exercife of levying it points out all the frauds

poflible to be committed.

Davenant, who well underjflood this queftion, in his 4th Difcourfe

upon revenues, recommends farms which ar& not abfolute, but li-

mited, as the beft. By limited, lie underftands, that the- farm fhould

fii-ft be given for a fixed fum ; that the farmers fliould carry on an
open adminillration, liable. to the government's infpeflion in every

particular; that in cafe the profits of the farm fliould exceed the-

rent ftipulated, a certain fum fhould ~ be afcertained for the charge

of management, and the furplus fliould belong to the King, allow-

ing a certain poundage to the farmers to animate their diligence •.

He very juftly obferves, that a tax, when farmed, in order to

be improved, will naturally draw, at firfl, a lefs rent than the fum'

liquidated as a free profit by the former management ; becaufe the

farmers will be willing to fecure to themfelves a good profit ; and
next, becaufe they Vv-ill be obliged to ma^e a confiderable advance,

as a fecurity for fulfilling their engagement, which mull alfo be

confidered as a dedu6lion out of the produce of the tax.-

All the advantage therefore in farming mud be looked for after

the expiration of the leafe ; for which reafon, the fliorter the term

is, the better: three years, it feems, was the common term- in Eng-

land, in Davenant's time.

All new impofed taxes ought to be raifed with the greatefl le-

nity, not to revolt the minds of the people : the firfl year's defi-

* This plan of Davenant's was carried into execution in France by Monfieur Sil-

houeit.', in 1759.

ciencY
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ciency is well bellowed, if government can but difcover the dif-

ferent ways which may be fallen upon to defraud the tax, and

form a good judgment how far the amount of it may go in time,

when the management is brought to perfedtion. As long therefore

as a management continues to improve a tax newly laid on, I

fhould not think of farming it : but when, either from the extent

of the impofition, or the natm'e of it, frauds begin to multiply,

and management begins to become more and more difficult, then

is the time immediately to put it into farm, either for different

diilri6ls of a country, or in fub-fanns. If this be delayed, frauds

will daily increafe ; and the difEculty of preventing them will carry

government to the expedient of impofnig penalties, fevere in pro-

portion to the frequency of the crime. CommifTioners will conftantly

put thefe in execution with reludlance ; the management will be-

come flack ; or if penalties are rigorouily exafted, they will become

a handle for oppreffion ; and even though juftice be done, and

none but delinquents be puniflied, yet Hill the people will be ill

affeded with the punifliment of an adion which in itfelf they are

too apt not to coniider as a crime : whereas in farming, frauds will

be prevented by vigilance more than by fear of punifliment ; and

this is by far the better expedient. Thus inllead of feuds daily

increafmg, they will daily diminifli, and the tax will improve

yearly.

Here Davenant well obferves, that nothing but divine ivifdom can at

frjl create ferfeU order ; hut in all human affairs it mujl he the ivork of time,

and the refult of much labour and application.

One good reafon for managing a tax before it be farmed, is to

learn the nature of it, and of the frauds it is liable to. When

thefe are not rightly known, the farmer can more eafily furprize

the government, and obtain from it new regulations, under the

pretext of preventing frauds ; which regulations they may abufe,

and turn to other purpofes than thofe intended.

Davenant has a very good remark, p. 154. That a new tax, im-

pofed upon confumption, and ill levied, equally raifes the price

^ upon
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upon the confumers, and the whole profit centers in the hands of

thofe who retail. That when an old excife becomes ill levied, the

proiic is divided between the inferior officers (who colle<5l it) and the

retailers. The reafon is, that a branch which is well underllood,

is not fo liable to frauds as to colhifwn. This fliews that in every

eafe, fuch a duty ihoiild never be impofed without exerting every

endeavour to have it rightly colledled. The ftate fhould alfo keep'

a watchful eye upon the augmentations made in the price of excife-

able commodities, in order to keep the augmentation juftly pro-

portioned to the duty. If this be neglecfted, the overcharge hurts

confumption, diminiflies the produce of the tax, and enriches the

retailers only. Here competition is neceffary to be introduced : the

public may even ere6l a manufa(5lure which may regulate prices,

and fo foon as they are properly afcertained, the felling price may
be fixed by an afirze.

An ill levied impofition is attended with this additional inconve-

nience, that it efiablifhes inequality among the induftrious of the

fame clafs ; confequently, an unequal competition. This happens

when particular officers are diligent and exa6l in doing their duty,

while others are remifs. The profits of retailers are high in propor-

tion to the negligence of the officers of the revenue ; and their extra-

ordinary profits, enable them to underfell and to ruin thofe who
are exadlly looked after : the confequence of this is, to diminifii

the number of retailers ; to introduce hurtful monopolies ; and in

general, to hurt the whole branch of the manufad;ure. All remifi[^

nefs, therefore, in colledling an excife, draws along with it a pre-

judice to the Prince and his people : and the relative profit, which

balances this lofs, falls into the pockets of the fraudulent manu-
facturer, and the corrupt and negligent coUecTtor. This is not all:

the deficiency mufi; be made up in another way ; for taxes mull:

produce the fums wanted. Thus the remifihefs in colledtion occa-

fions a new additional burden to be laid on the people.

Quest. 3. What is meant by income, when applied to individuals,

and to a fi:ate, and what is the nature of the expence which mufl

diminifh it, when it is confidcrcd as the objed' of taxation I

The
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The great intricacy of this queflion proceeds from hence, that

what is really an expence to one is the income of the other : fo

that without applying our reafoning to every particular fadl, no

general explanation can be rendred intelligible. My reafon for pro-

pofmg it in this place, is, that in commenting upon fome palTages

of Davenant, in his difcourfes upon the revenues of England, I

may have an opportunity of illuflrating fome things which have

been already examined.

Davenant was an admirable writer j he had a remarkable genius

for political theory, and his fentiments upon many things are very

generally adopted. My intention here is not to refute opinions,

but to avail myfelf -of his combinations, in -order to explain my
own ideas.

In his firfl difcourfe upon revenues, we find tlie following

paflage.

" The number of the people leads us to know what tlie yearly

"income may be from land, and what from mines, houfes, and

" homefteads, rivers, lakes, meers, ponds, and what from trade,

*' labour, induftry, arts and fciences : for where a nation contains

" fo many acres of arable land, fo many of pafture and meadow,

" fuch a quantity of wood and coppices, forrefts, parks and com-

" mons, heaths, moors, mountains, roads, ways, and barren and
'^ wafte land ; and where the different value of this is computed,

" by proper mediums, it is rational to conclude, that fuch a part of

" the people's expence is maintained from land, 8cc. and fuch a

" part from mines, houfes, &c. and that fuch a part is maintained

" from trade, labour, 8cc. and the poor exceeding fo much the

" rich in numbers, the common people are the proper medium by
" which we may judge of this expence.

" There is a certain fum requifite to every one for food, raiment,

" and other neceffaries ; as for example, between 7 and 8 /. per

" annum ; but fome expending lefs, and fome more, it may not be

" improper to compute, that the mafs of mankind, in England,

" expend, one with another, near 8 /, per annum : from whence it

" may
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" may be concluded, that an annual income offo manj millions is need-

"" ful for the nourifhment of fuch and fuch a number of people."

The reafoning here takes a wrong turn. It is of no conf^quence

to compute the value of things confumed without aUenation. It is

of no ufe to know that the value of the phyfical-neceflary of an

Englifliman is 8 /. a year ; becaufe if this funi is fuppofed to be

an exaft quantity of income, not one farthing of tax can be im-

pofed upon it. So that impofmg, for example, s per cent, upon this

article would only be railing the phylical-necelTary to 8 /. 8 j-. which

8 s. muil be paid, not by the phyfic'al-necelTarian, but by fome body

having fuperfluity who employs him : and if there was not fuper-

fluity enough in England to anfwer to 8 j-. a head, fuch a tax could

not be levied.

He afterwards fuppofes that the income of this clafs may amount

to about twenty millions a year, which at 8 /. each, arifwers to two

millions and a half of people. He Hates the income of lands at four-

teen millions, and the income of trade at ten millions, in all at

forty four millions a year: and hence he concludes, that taxes

-ought to be impofed in fome proportion to this total.

Now if he fuppofes the firft article of twenty millions, arifing

from the income of thofe who are employed in arts and manufac-

'tures, according to the former calculation of 8 /. a head, to be as

ready a fund for taxation as the land-rents, we mufi: examine, by

the principles we have deduced, whether there be any ground for

fuch a fuppofition.

Let me fuppofe one of this great clafs to v/ork a whole day for

l^is vi-fluals only. Here is an alienation of work for food. It is im-

poflibie, however, to raife a tax in money upon this alienation^

becaufe it may eafrly be fuppofed that neitlier party has a farthing.

The only method therefore, in fuch a cafe, to impofe a tax, would

be, either to oblige the workman to fet apart a portion of his day's

work for one who would pay the public for the value of it, or to

oblige the perfon who gives him his food, to pay the public for

die privilege of employing him in his fervice. The one and the

VOL. M, F f f 'f
^

other
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other are examples of proportional taxes. But this method of tax^

ation is abfolutely unknown. In this example there is an alienation,

which, I have faid, conflantly implies a fuperfluity of one kind or

other. The labour of the perfon working is, here, fuperfluous to

liimfelf ; therefore a part of it may be applied towards the public.

But tjie bread he receives is in no part fuperfluous, and therefore

cannot be laid under taxation as to him. But then the bread given

for the labour is fuperfluous to the perfon who gives it ; and as this

implies that he has a fuperfluity of bread, the ftate may demand a

ihare of that fuperfluity.

By this expolition of the matter it appears, that in order to raife

a tax, in whatever way it be done, fome kind of fuperfluity mufl

be fuppofed. It alfo points out how it fliould be laid on : for if by

miftaking the proper objed, a part of the bread fhouid be taken

from the ivorkman, inftead of being taken from the man nvho employs

him, the tax would afFedl the phyfical-neceffary of the labourer, in-

ftead of afFeding the fuperfluity of the employer.

Let us next fuppofe a workman able to do no more than what is

requifite to dig the ground for roots to eat, inftead of digging it to

procure bread from a man who has bread to fpare ; ftill there will

be no alienation J confequently, no poflibility of eftablifhing a

tax : for if you either take a part of his labour, or of his food, you

deprive him equally of his phyftcal-neceffary. Yet the work of thi&

man, and his food, may be valued at fo much money j and thus

may enter, in one fenfe, into Davenant's general article of income

or expence ; but it does not follow that any tax can be raifed upon

fuch an income.

To eftimate, therefore, the total value, in any nation, of what is

the objedl of taxation, we muft go another way to work. The firft

article muft be the annual income of allfujids. By funds, here, I under-

ftand the capital wealth already made, in oppofttion to the produce

of induftry, which may be conlidered as the materials of which

fuch funds are compofed. The fund therefore is the accumulation

of favings, which, not having been fpent by the induftrious, form

a capital
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a capital of a nature to produce an income, either from land, or

from any other valuable thing. Thus land-rents, annuities, interefl;

of money, emoluments of offices, falaries, even wages of fervants,

in fliort, every fixed income, I range in this firfl article, which I call

annual income, produced from a capital already fprnledj either real

or fuppofed.

This may be laid under taxation by a pound-rate, or otherwife,

and forms that kind of tax which I call cumulative and arbitrary j

becaufe a man who has any fort of vifible revenue, comes under

this general rate, let him have ever fo many neceilary deductions

out of it, ever fo many debts and incumbrances. From fuch circum-

flances, cumulative taxes frequently turn out extremely burdenfome.

The fecond obje(5l of taxation is upon alienations made for mo-
ney. Whenever we come to difpofe of money in the purchafe of

any thing, the Hate has an opportunity of exacfling a part of it as a

tax ; but while it remains hid, it can neither be come at, or laid

under contribution, without extortion or violence.

All branches of expence may be laid under taxation by excifes,

which I call proportional taxes ; becaufe a man is never fubjedled to

them, but in proportion to his expence ; and his expence ought

naturally to proceed from his income.

As for trade, I do not clearly fee how the profits of it can be regu-

larly taxed. In France, indeed, they are taxed under the firft head,

and are confidered as an income. Such an impofition is not well

judged ; becaufe there the materials for making the fund are taxed

as if they were the income of a fund already made. It is only the

favings out of the profits upon trade, placed fo as to produce a per-

manent revenue, which properly can be confidered as a fund : the

income therefore of thefe favings, and not the favings themfelves,

lliould come under that branch of taxation,

Cuftoms are improperly called taxes upon trade. If ill impofed

they flop trade, or render it lefs profitable, by dimhiifliing tlie de-

mand for the goods fo taxed ; but they take nothing from the pro-

fits already made.

F f f f 2 In
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In a trading nation, the great branches of commerce produce ar

certain determinate profit, fubjefb, I allow, to augmentations and

diminutions, from accidents and circuraftances impoffible to be

forefeen: and the cufloms impofed upon exportation and importa-

tation differ from excifes more in the method of levying them than

in any thing elfe.

r/avenant, in my opinion, would'have giveii a better idea of the

fum which taxes might have been fuppofed capable of producing

in England, had he examined the amount of all the branches of reve-

nue, and of all the fpecies of fale, than in the manner he has done.

Thefe two points known, it would be expedient next to inquire, in

what manner the feverai' articles could be made fubjecl to either

cumulative, or proportional taxes.

I' muil now take notice of another pafTage of Davenant, where

he explains himfelf upon the quellion before us : it is in hi^ fifth

difcourfe upon revenues, where he fays,

" By annual income, we mean the whol^ that arifes in any

" country from land and its product, from foreign trade, and do-

*' mefbic bufinefs, as arts, manufacfturcs, 8cc. and by annual

" expenee we underfland what is ofnecejftty confumed to cloath and

•' feed the people, or what is necejfary for their defence in time of

" war, or for their ornament in time of peace: and where the

«' annual income exceeds the expenee there is fuperlucration arifing^

** which may be called wealth or national ftock.

" The revenue of a government is part of this annual income,

" as likewif© a part of its expenee, and where it bears too large a

" proportion with the whole, as in France, the comm^on people

<•' muil be miferable and burdened with heavy taxes.

I muil comment a little upon this palTage.

I have no objedion to this expofition of the matter j the ideas are,

intelligible and clear : but I objetfl againil the application of his doc-

trine to taxes ; becaufe it would lead to error. Here are my reafons

:

nno, Income is called the whole of the earth's produdions : this

I may admit to be juft, except when we confider income as an ob*

6 jea
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jed of taxation. But if we retain the fame definition to exprefs the

income of one, for example, who labours the foil for his own fub-

fiftence, as well as of another who labours it as a tra.de, the dif-

ference in paying their taxes out of it will be very great. He who
draws nothing from the ground but his phyfical-neceiTary, can be -

laid under no taxation ; becaufe he has no fuperfluity. And if he
be obliged either to give a part of his crop in tax, or to fell any
part of it for money to. be paid to the public, this diminiflies hia

phylical-nccefrary, and forces him to ftarve: whereas the other

who exercifes labour as a trade, may he.obliged to pay a part of his

furplus by way of tax or rent; and Itill his phyfical-necelTary may
remain, untouched.

It is for this reafon, that in treating of thefe matters, I am always

at the greateft pains to point out, that.nothing can be the objed of

taxation, except what is over and above the phyfical-neceilary of

every one.

In all countries where 2. land-tax^ Jleuer, ta'dle, ov by whatever

name it goes, is eftablifhed, care muft be taken to pi-event the

hufbandmen from confining their labour to fuch a fmall fpot of

ground as is barely fufficient to produce their own phyfical-necef-

fary, unlefs when they have a trade to afilft them in paying what
the public demands of them.

From this circumftance, and this only, it happens, that the land-

tax in England is fo little burdenfome, comparatively to what it is

in many nations of Europe. Lands in England are let in large por-

tions : no body will let a farm fo fmall as to be proportioned to the

fupplying of the mere phyfical wants of thefarmer. But in other

countries, where the oeconomy is different ;. v/here inheritances in

land are conilantly divided, as moveables, among all the children';

the lots become fo fmall, that the proprietor can draw no more

from them than his own fubfiftence ; and then when a land-tax is

impofed, this poor little portion being valued in proportion to what

it can produce, as well as the greateft eilate in land, the hufband-

man is llarved, although the tax demanded of him be laid on iu .
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the exadt proportion to the produce of his land, while he that has

a furplus is quite eafy.

I would therefore recomnik^ml, in countries where this minute

fubdivilion of lands has taken place, that for the future none un-

der a certain extent or value fliould be fuffered to be divided among

the children, but ordered to be fold, and the price divided among

them ; and that the fame regulation Ihould be obferved upon the

death of fuch pi'oprietors whofe lands are not fufficient to produce

three times the phyfical-necelTary of the labourers. This would

engage a people to exercife agriculture as a trade, and to give over

that trifling hufbandry which produces no furplus, and which in-

volves fo many poor people in the oppreilion of land-taxes. This

plan can never be recommended as a plan to be executed all at

once : it mull be done by degrees, and in proportion to the pro-

grefs of induflry. The principle is fo evident, that I never found

any one who did not immediately agree to the juflnefs of my ob-

fervation ; although in impoling land-taxes I have nowhere foiind

it attended to*

Here then is the ufe of theory ; it directs us in pra6lice to avoid

difficulties, which might otherwife be judged unfurmountable.

ido, I farther obferve, that it is a more hurtful error ftill to mif-

take the produce of induflry for the taxable income arifing from

it, than to miftake the grofs produce of land for the rent : becaufe

the profits upon induflry bear a fmaller proportion to its produce,

than the rents of lands do to their full fruits.

The beft method of raifing money upon the lower clafles of the

induftrious, is rightly to lay their confumption under proportional

taxes, which they may eafily draw back ; becaufe they will raife

the price of their work proportionally.

From this we may conclude, contrary to the common opinion,

that the teft of well impofed taxes is to raife prices in proportion.

When they are rightly impofed, every one v^ho fells a copimodity

* Some fmall attention is paid to the poorer fort of landholders in Englafid : for, by

the annual ad for a laad-tax, no poor perfon (hall be liable to the pouad-EaK, w.hoii

landi, &c. are not w; rth 20 J, p:r annun value.

which
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which has paid a taij will draw it back, whether he he induftrious

or not. If he confumes it, he cannot draw it back, bVit by railing

the price of his work ; Which again he cannot do, unlefs the tax

be made fo general as to affed all his competitors ; and unlefs the

confumption he has made be unavoidable to every one of them.

When we reflect upon the large quantities of excifeable goods

which are confumed as fuperfluities, we mull conclude that the

rife of prices, daily complained of, proceeds mote from our man-
ners than from the taxes we pay.

2,tio, The expence of apeople is not merelywhat is fufficient to fub-

fift them ; hut what they confume, either in fruits, or manufactures.

Had indeed Davenant computed the value of this necefTary quan-

tity, and deducted it from the income, according to his acceptation

of income, the remainder \vould have been a tolerable good re-

prefentation of what I mean by income, or taxable fund ; becaufe

whatever a people confume beyond the neceflary, I conlider as a

fuperfluity which may be laid under taxation.

^to,_ I mull alfo differ from him in his idea concerning fuper-

hicration, wealth, or national Hock.

According to him, this is the quantity of income remaining after

the following deductions : imo, What is necejjary to clothe and feed

the people. 3^0, What is necejjary for their defence in time of

war, and ornament in time of peace. But according to my no-

tions, I muft alfo dedu6t all that is confumed in fuperfluities ; for

what is confumed, whether neceJfarUy or fuperjluoujly, never can

make an article of fuperlucration, wealth, or national flock.

The fuperlucration then of a nation confifts in the augmenta-

tions made upon her flock of every kind, capable of producing a

pi-oportional income : it is the converting into fomething durable

the well employed time of the inhabitants. In this fenfethenew

pavement of London, the roads, buildings, fliips, &c. in England,

are all articles of fuperlucration, as v/ell as the improvement of

the lands, and confolidation of the balance of her trade, which

has created that part of the public funds belonging to natives.

Quest,
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Quest. 4. Is it pollible to convert a land-tax into one of the pro-

portional kind?

This is a curious fpeculation ; and as it is a fliort exercife upon

feveral principles of this fcience, it comes in properly at the conclu-

fion of our work.

To make a land-tax proportional, the proprietors of landiliould

be enabled to draw back the burden, in the fale of the earth's pro-

-dudions. This they cannot do, as matters fland. The farmers

who pay no land-tax underfell them j becaufe they have no tax to

-draw back.

Since the tax, therefore, cannot be drawn back diredly, let us

^pply our principles to difcover a method how this might be done

indire(5^1y.

Let nothing but lands be fubje6l to this impoiition.

Let every part of them be valued, and recorded in a general

.regiiler.

Let bread, butchers-meat, and fubfiRence of all kinds, be laid

iinder an excife, in all markets, and nowhere elfe, at a rate fufhcient

to raife the tax intended to be laid upon the lands ; and let the

amount of this tax be drawn back by the landlords, in proportion

to the valuation by which they have paid the land-tax.

That this is a reafonable impofition, appears from the whole

plan of this work. We have feen, in the firll book, how the great

body of the people is divided into labourers and free hands ; that

,the free hands arc the inhabitants of towns, who go to market for

fubfiftence, and confume what correfponds to the land-rents ; con-

fequently -the landlords, who at prefent pay a cumulative tax,

which they cannot draw back in any Ihape, are juftly intitled to the

amount of this proportional tax, laid upon the great articles which

produce their land-rents, and which are confumed by the inhabi-

,tants not employed in agriculture.

Every one who has writ concerning taxes has endeavoured to

{Contrad the objedl of them as much as poffible : more, I imagine,

with a view.toeafe the public than, the people. I have followed

another
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another coiirfe. I have been for multiplying the objeds of taxation

as much as poflible, and for making them more in proportion to

expence than to property or income. But that I may conform my-
felf in fome meafure to the ideas of thofe who have examined the

fame fubjedl, I fliall propofe a tax, which would fill up the place of
every other ; and could it be levied, would be the beil perhaps ever

thought of.

It is a tax, at fo much ^cr cent, upon the fale of every commo-
ditv.

CHAP. xin.

Recapitulation of the Fourth Book,

Part I. Of the Interefl of Money.

I
INTRODUCE the fubjedl of credit and debts, by
giving a general idea of its extent. It comorehends

Introd.

giving a general idea of its extent. It comprehends
the method of eftablifhing a folid fecurity for money borrowed ;

of extending the objed of fuch fecurity in proportion to circum-

ftances ; of fupporting the credit of the borrowers, when over-

flretched ; and of preventing, as far as poiTible, the fatal confe-

quences of a bankruptcy, when it can be no longer fupported.

I fhew how all myfleries relating to credit proceed from our

ignorance only of its true nature , which is confidence eftablifhed

upon a vifible and palpable fund of payment. I obferve how d^
licate a thing credit is, and how gently it mull be dealt with ; how
incompatible the forms of common law are v/irh the difcullionof

queftions which arife between merchants ; how necelTary it is to

form a jurifprudence peculiar to trade, and to fupport it by man-

ners more than by authority ; and when credit is once fet upon its

VOL. II. '^ g Z % true
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true bafis, how all aerial fchemes, bubbles, and public bankrupt-

cies will be avoided.

Chap. I. Here I fliew hovv^ impoffible it is to ellablifli credit by

authority ; hov/ infeparably it is conneded with liberty and inde-

pendence ; and fcill how compatible it may be with that fupreme

power which is veiled in every government.

Chap. II. The object; of credit is money lent ; the bafis of loan

is the payment of intereil. If money be wanting, credit will die

;

confequently, there mull be a method found for augmenting and

diminilhing the quantity of money in proportion to the demand

for it. It is augmented, by converting land into paper-money ; it is

diminifhed, by relieving the land of the engagement upon it, and

extinguifhing the paper-money. This is no more than a con-

trivance for turning into a circulating valu^, which is the principal

eharacSlerillic of money, the obligations of private men, which in

all countries are confidered to be of an equal value with any coin.

I here explain what is meant by money Jlagnated, and by money

realized. Money, while it i« employed in circulation, can carry no

intereil ; the moment it lies idle to one man, were it but for a day,

it riiay be worth intereil to another, who willingly pays for the ufe

of it, when he has occafion either to buy what he wants, or to pay

what he owes. If no body be found who wants it, then it is faid

to Jlagnate in the hands of the proprietors. This denotes that circu-

lation is full. He therefore defires to realize it ; that is, to pur-

chafe with it fome kind of income. For this purpofe, if it be

coin, he fends it to fome place where coin is wanted. If it be

paper, he demands of the debtor in the paper either to give him

an intereil for it, or to convert it into coin, which is the money of

the world. Both are called realizing ; and in proportion as money

is realized, circulation diminifhes.

Hence I conclude, that as the ufe of circulating money is to

carry on alienation, fo the ufe of ilagnated money is to produce an

intereil ; confequently, a perpetual intereil is better than money,

when it is not wanted for the ufe of circulation. If therefore, by

the

5
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the policy of a country, the capital of every perpetual intereft can

be immediately converted into money for the ufe of circulation,

the inconvenience of capitals not demandable is removed ; be-

caufe although you cannot make the debtor pay, you can fell

what he owes you to another, who will ; and this equally fuitd

your convenience.

Chap. III. The fimplicity of manners among the primitive

chrillians, circumfcribing very much the ufes for money in circu-

lation, a great quantity of the coin was confequently locked up.

Paper money then was fuperfluous ; becaufe even coin itfelf fo faf

exceeded all the ufes of their circulation, that it was confidered in

the light of jewels and plate with us.

Taking intereft for it, when lent, appeared to them as unrea-»

fonable, as if a lady, in thefe times, were to afk a price for lend-

ing her jewels to a friend.

However, as money was neceffary on many occafions to thofe

who had none locked up, the Jews, who have always defpifed

land-property, made a trade of lending ; and this drew an odium
upon the pra6lice. I can afcribe it to no other caufe. Our man-

ners are totally changed ; and Chriftians lend money at intereft as

well as Jews. Neither trade, induftry, or credit, can fubfift with^

out it -, and as money caunot be lent, without allov.dng intereft to

be taken, intereft is become the bafts of the whole fyftem of credit,

and comes to be examined in the following chapters.

Chap. IV. Before induftry was eftabliflied, the calls for money
to borrow were few, and chiefly confined to Princes in time of war,

and prodigal proprietors of land in time of peace. Their demands

were urgent, and the intereft they paid was in proportion. The

lenders pofTefTed but a fmall part of the coin of the country ; be-

caufe the bulk of the people locked up all they could. Thofe who
hoarded, would not lend ; and this greatly diminiihed the fund o£

borrowing : beftdes, Princes and prodigals had no fooner fpent the

money borrowed, than it fell again into the hands of thofe wlio

G g g g 2 hoarded 5
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hoarded ; and the lenders found, no doubt, great difficulties in

procuring frefli fupplies.

When induftry and trade brought money out of its repolitories,

when the neceflity of permitting interell appeared evident to the

church, the coin then began to make its appearance, and was

ready to be lent. This opened a market for money. The price of

money is the rate of . interell. At this market, the borrowers and

lenders appear in competition among themfelves, according to cir-

eumllances. If more money is demanded to be borrowed than is

offered to be lent, the competition takes place among the borrow-

ers, and intereft rifes. If more is offered to be lent than is de-

manded to be borrowed, interefl falls. Thofe who borrow money

may be divided into two clafTes, viz. thofe who intend to fpend

it, and thofe who intend to trade with it.

When more money is to be lent than the firft clafs demands, the

rate of interefl will be regulated by what merchants can give for it

:

when there is lefs, it will rife to what the prodigals -will give

for it.

But-this firft clafs mufl have good credit, or their borrowing

will be cut off. When therefore a; flatefman finds, that the bor-

rowing of fuch people hurts the commercial interefl of his coun-

try, by keeping interefl high, he fliould weaken their credit, by

tying up their lands by entails. When their borrowing becomes

iiecefTary for the encouragement of induflry, and for bringing all

the money there is into circulation, then their credit iliould be en-

larG;ed, by promoting an expeditious fale of every branch of their

property.

Chap. V. Thus, without the aid of law, the interefl of money

is regulated by demand. But a flate rnufl not totally overlook the

interefl of the clafs who fpend more than their incomes. It would

be inhuman to throw them into the jaws of ufurers. Statutes

therefore prevent interefl from rifmg above a certain rate. This

preferves them, and renders the difiipation of their fortunes more

gradual.

2, But
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But although a ftatefman has it in his power to guard his people

againfl the oppreffion of ufury, b}^ preventing the rate of money
from rifmg above the ordinary llandard of demand, he cannot
equally force it down below this llandard, even although the inte-

reits of trade fhould require it: becaufe if the monied men can lend

their capitals abroad, at a higher intereft than they can procure for

them at home, they will diflrefs the landed intereft, by demandino-

what they owe, and all the money will be fent abroad, as was the

cafe in Scotland in 1762.

This was- not the cafe a hundred years ago. No money then

could be lent abroad by Englilhmen ; becaufe thofe who would
give high intereft had no credit. Thus government could bring it

down at will ; m.onied men were forced to confent ; and the price

of land rofe in proportion as intereft. fell.

As it is the extravagance of men of property which raifes the rate

of money above what is confiftent with the intereft of trade, the

expedi'Cnts to bring it down, are, i. To circumfcribe borrowing by

the prodigal: 2. To fufpend borrowing by the ftate : and 3. To
throw as much public money as poffible into the market, by pay-

ing off debts. "When a ftatefm.^n has by fuch meafures brought the

rate of money confiderably below the legal price, he may, by a

new ftatute, prevent its rifmg again fo high as formerly; but ftill.

he muft keep in his eye the rate of money, and ftate of credit in.

rival nations, in order to avoid the inconveniences already mentioned..

Chap. VI. If Great Britain were to regulate the ro.tz of money be-

low what the fluduations of demand are commonly found to carry

it, then in time of v/ar, as foon as dema:id, which can be fubjedt to no

ftatute, got up to the high ftandard, tae whole landed intereft would

be torn to pieces by their creditors : for :.he debtors could not borrow

from one to pay another, becaufe no r.an would give them, credit.

This would put an end to all their exr : ice ; the funds vvhich fup-

ply it at prefent (the land-rents) would be carried off hj creditors ;
•

and all the induftrious who ferve fucli proprietors of land would

fuffer confiderably for want of employment. The. condufion which

th(i
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the generality of people would draw from this phenomenon would

be, that high intereft, inflead of being hurtful, is advantageous to

trade.

Chat. VII. Hence we may conclude, that low intereft is prin-

cipally advantageous for carrying on foreign commerce, and that

the beft method to keep it low, is to keep circulation full, by faci-

litating the melting down of property.

This expedient has been contrived by merchants in the ellabliCh-

ment of banks upon mortgage ; and there is a poffibility that

landed men, fome centuries hence, may find out that they may
imitate the example of traders, and contrive the means of borrow-

ing cheaper than they can do at prefent.

Were a particular nation to carry fuch expedients into execution

with fuccefs, it would have the effect of bringing down the rate of

money every where. This would fink the general average of the

whole, but never would prevent the operation of thofe principles

by which it had been brought down 5 and the moft intelligent na-

tions would ftill have the fame advantages as before, of keeping

their intereft low relatively to their neighbours, which is the great de-

Jtderatum for the fupport of public credit, as well as of foreign trade*

Chap. VIII. But although it is of very great advantage to trade

to have intereft low, we cannot judge of the profperity of trade

from this circumftance alone.

That nation gains the moft upon her trade who draws the greateft

balance from the reft of the world. Now the balance cannot be

judged of by the rate of intereft ; becaufe this depends more upon

manners and policy than upon the ftate of induftry. Induftry muft

be fupported by fuperior dexterity, natural advantages, and promp-

titude of payments, as well as by low intereft. Prompt payment

alone, is of more confequence to the induftrious populace, than a

fmall difference upon the rate of intereft. That encourages the

whole clafs of manufadurers. Low intereft is principally an advan-

tage to the merchants who are obliged to employ credit for colleift-

ing their work J and merchants themfelves who trade upon credit,

often
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often gain more by quick returns than what will compenfate a con-

fiderable difference in the rate of intereft. Low interell may more

properly be called the barometer of public credit than of foreign

commerce.

. Chap. IX. From what has been faid, I conclude, that the rate of

interell does not fink as wealth increafes ; becaufe it is influenced

by many circumftances, which do not depend upon opulence. It

depends upon the fpirit and manners of a people, and will fluduate

with them.

Part IL Of Banks.

Chap. L T T AVING deduced the principles which regulate the

X -i rate of intereft, I proceed to inveftigate thofe which
influence domeftic circulation ; and as banks are the great engine by

which circulation is carried on, in tracing the nature of banks we
fliall fully underftand its policy and principles.

Banks either circulate notes, or transfer credit written in their

books : the firft are called banks of circulation 5 the latter banks of

depofit.

All banks are founded on credit, and according to the nature of

their inflitution, I may. divide the credit they are built on into three

kinds, viz. private, mercantile, and public.

Private credit is when the ground of confidence is rearproperty,,

pledged. for the fecurity of the loan.

Mercantile credit is when the caufe of confidence is in the trading

flock, abilities, integrity, and good fortune of the perfon who.

obtains it.

Public credit every one underflands. It is when the ground of

confidence is a fund fecured by public faith, in favour of the cre-

ditors;
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ditors, for the iiieereft and capital due, which laft however is never

ezigible from the Hate. .

Private credit is the moft folid of the three ; mercantile credit is

the moft precarious ; and public credit depends entirely upon the

maxim.s of every government with regard to public faith.

It is the objed of confidence, not the quality of the perfon obtain-

ing credit, which determines the nature of the credit. A merchant

may grant bond on the credit of his lands ; a landed man's bill,

as member of a mercantile company, may only affedl his ftock in

trade, and a Prince may pledge a province for a fum of money.

The debts of a ftate, and the bills of merchants, are more eafdy

transferred than private fecurities.

Public and mercantile credit ftand upon a more precarious bot-

tom than private fecurity. A fufpicion of infolvency will fliake the

two former ; real infolvency only will deflroy the latter.

Thefe are fome of the peculiarities which charaderize the differ-

ences between the three kinds of credit. The juflnefs of the dif-

tinftions I have made appear from them, and from other circum-

ftances mentioned in this chapter; and the utility of fuch diflinc-

tions will appear from their application as we proceed.

Chap. II. To eftablifh private credit, on the moll folid and exten-

five bottom, the effed-s of debtors fhould be rendred of a ready

converfion into money ; the faie of lands iliould be rendred eafy

and expeditious ; no entails or cloggs by mortgage and the like,

fliould be allowed; debts upon poileflions ought to be regiftred,

and thofe due to banks (the great public debtors) flrould always

be confidercd in a moil favourable light.

Chap. III. Banks of circulation upon private credit, are of great

ufe in the infancy of induflry. In countries where it is only taking

root, the greateft obllrudion it meets with is a fcarcity of money.

When money is fcarce, payments are ill made ; and when the ufes

for money increafe, if money be not made to augment in propor-

tion, alienation will ceafe to go on, and payments will daily be

more precarious. This is fo evident that I fliall not infill upon it.

Now
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Now as every individual in a l!ate does, lefs or more, fupport

induflry by confuming its produce, money muft be provided for

ev^ry one in proportion to the value of his property. This opens at

once the principle of banks upon private credit.

He who has money will, every where, willingly lend to every

one who can give good fecurity for it ; and the obligation granted

by the borrower is confidered by the lender as better to him than

the money he lends. Before the ellablifliment of banks, fuch loans

were made in coin ; but as people difcovered that a good obligation

was as good as coin, they difcovered alfo, that when obligations

could be made to circulate, they might fupply its place.

For this purpofe, banks found out an expedient of dividing obli-

gations fecured upon property into fraall parts of the capital fum -,

and by delivering them back to the borrower, with an obligation to

pay them, in coin to the bearer on demand, they conftituted themfelves

debtors to the public for every note. The confequence of this was,

that the coin of the country became lefs ufcful in circulation ; and

as the banks demanded it, and even gave premiums for obtaining

it, it came into their hands, and ferved the purpofe of changing

notes ; that is, of fubdividing the fums mentioned in them, into

the lowefl denominations of the money of the country.

There is not a nation ia Europe fo ignorant as not to feel the ufe

of this policy ; but there are few who have difcovered how to efta-

blifli the confidence of the public in this general debtor, the bank.

The reafon is, that people imagine a bank fhould at all times be

able to turn all their paper into coin. Were this poflible to be done,

where would be the ufe of banks ? How could they multiply

money ?

From this fhort expofition, we may underftand the differeoce be-

tween banks upon private, mercantile, and public credit. The

firll lend upon the fecurity of poUeffions ; the fecond, upon bills of

exchange, which is called difcounting ; the third, upon the fecurity

of the public funds.

VOL. 11. H h h fe Chap.
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Chap. IV. A fcarcity of money ofily being found to ftop the pro-

grefs of indullry, and thereby to cnxumfcribe the gains of mer-

chants who fupply cohfumption ; and they perceiving that men of

property become bad cuflomers, more from the impoffibility of

making payments than for want of an incUnation to confume,

joined together, and formed a confiderable flock which they expofed'

to the eyes of the pubhc. This gave them credit, and every one

who had money to lend was fond of placing it in their hands.

Other people who wanted to borrow, applied to them for money.'

Their anfwer was, we have no coin ; but if you want money for'

any purpofe, we can aflifl you in credit, if you will give us fecurity

upon your eftate. Here is, faid they, a note of ours, which any

body will take from you as payment for what you want. This was

the fame thing to the man who wanted money for a particular ufe,

as if they had given him coin; and as fuch demands became fre-

quent, the notes were printed, and infenfibly banking was ella-

bjillied.

States perceiving the abufe which might follow, were every one

allowed to iffue paper in this manner, judged it proper to eredl com-

panies, who lent them confiderable fums as a fecurity for their faith

to the public ; and the fuperior credit of fuch companies drew the con-

fidence of the public, and circumfcribed the dealings of individuals.

Thus the trade of Lombards, who had formerly fupported circula-

tion by their bills of exchange payable to order, received a farther

extenfion by the eftablifliment of banks, who, by ifTuing notes pay-

able to bearer
J
rendred them, in all commercial countries, every

bit as ufeful as any coin.

Banks once eftablifhed, regulations became neceffary ; and of

thefe the firfl and fundamental one, was, to ifTue no notes but upon

good fecurity. If it be alked, what fecurity fhould be taken ? The

anfwer is, the beft thofe who want credit can give. In a country

where trade and induftry are little known, but where a tafte for

refinement is taking place, demand mull be encouraged, in order

to. augment the fupply. And as this demand for confumption

fliould,
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lliould, naturally, come from men of landed property ; the bank,

therefore, lliould firll refolve to iflue notes upon the fecurity of that

-kind of property.

When induftry becomes more extended, and when trade becomes

more fecure,.from the folidity of mercantile funds, banks may then

begin to difcount bills of exchange, and as this branch of credit

enlarges, the_bank will by degrees participate of the nature of thofe

fecured upon inercantile credit.

When public credit, again, is well eftabliflied, they will lend upon
government fecurities, pledged in their hands, and thus become

founded upon public credit.

According therefore to the principal obje(5l of their trade, they

are faid to Hand upon private, mercantile, or public credit.

When a proprietor of lands gives his bond to a bank, it fliould be

underflood, that as long as he regularly pays the intereil of the

money borrowed, the bank is not to demand the capital.

For this bond they give notes, which are confidered as ready money,

and therefore carry no intereft. So the profit of the bank is to re-

ceive interefl for what they lend, and to pay none for what they owe.

What they owe is the paper they ilTue. They owe this to the

public ; and the fecurity which the public has, is the fecurity which

the bank received from the perfon who borrowed from them.

Hence the folidity of banks upon mortgage. Their notes become
money, and this money is fecured upon the whole Hock of the

bank, and the whole property engaged to them.

But as the ftock of the bank is of a determinate value, and as the

notes they iflue may very far exceed it, the credit of a bank will

be precarious, unlefs the value of the fecurities upon which :hey

lend, be equal to all the notes in circulation. It will alfo be preca-

rious in proportion as the fecurities themlelves are fo. Hence the

interefl the public has to take care that. banks give credit upon no-

thing but the bed fecurity.

Chap. V. A bank, therefore, which lays dovvni a rule to lend

upon tjie mortgage of folid property only, v/ould deftroy confidence,

H h h h 2 if
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if it fliould launch out in giving credit to thofe who have no folid

property to pledge.

Chap. VI. The ufe of all banks is to fupport domeflic circula-

tion : this is two-fold ; that carried on by confumers, and that car-

ried on by traders and manufafturers, who fupply confumption.

The circulation carried on among the firfl is in proportion to their

income, and their credit fliould be in proportion to the funds whiehi

produce it. The circulation carried on by the laft is in,proportion!

to the demand for their induftry.

If a bank be eftablifhed on the credit of folid funds, it is very

plain that they cannot fupport the circulation of manufadurers and

dealers upon the fame terms, or in the fame way they do that:

of propriietors. They may indeed difcount bills ; but they cannot

give a permanent credit upon a fccurity which is not founded upon>.

property. This opens a new combinatibm

Tirade and induftry are difperfed through many hands, and if

ihd'ftock of thofe who carry them on be compared with what is

neceffary for that purpofe, it will appear very fmall. What is defi-

cient in flock muft be made up to them- in credit ; and this will be

in proportion to their integrity, capacity, and^ood fortune. A frailc

fecurity for paper, which is to become the money of a nation ! Such

fecurities muft either be rejedced by every bank whatever, or the.

whole fabric will tumble into ruin. But this fubaltern clafs of

dealers may have recourfe to merchants, whofe wealth and fimds

.are folid and extenfive. To thefe a bank may give credit, and they

again, in their dealings with the other clafs, may indemnify them-

felves of all the riik they run, by profits in proportion to it.

This clafs of merchants I call exchangers ; becaufe they deal prin-

cipally by bills of exchange in the credits they give, which are of:

the greateft- advantage to an infant trade and a growing induftry.

C?i AP. VH. When banks were firft eftabliihed, there v/as no mo-

ney known but coin, and many there ftill are, who do not clearly

fee how money can pofiibly be made of any thing but metal. The

fcarcity of coin raifed the rate of intereft, andwhen banks began to.

lend
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lend their paper, they exafted the fame intereft as if they had

been lending coin. Henee they were obHged to promife payment

of their notes, in coin, upon demand. In confequence of this, tie

poUcy of circulation proceeds upon the fuppofition, that bank notes

are equal to coin in every refpedl ; and when any interruption hap-

pens in the ready exchanging them at the bank, all runs into con-

fulion. ICiall afterwards fliew how this might be prevented.

While a country lias a balance of trade, either at par or in her

favour, no body has occalion for coin, except to reduce banknotes

to their lowefl denomination of money. But when abklance is

due to other nations which muft be paid in gold and filver, every

one who wants- coin for that purpofe, runs to the banks, which

are obliged ta-pay in it,- and then they are thrown into diftrefs.

Hence we may conclude, that a bank taking Tipon itfelf the obli-

gation of paying in- coin, without carrying its policy farther than

the banking trade,, cannot : Hand = its ground in a country which

owes, upon an average, a balance to other nations. This opens a

new and a moil curious combination. -

Ghap. VIII. In the mechanical operations of trade, when they

are not combined upon-principles, and direfted by a fuperior policy,

every balance due from one nation to another upon the whole of

their reciprocal payments, that is, in confequence of their debts

and expences abroad, as well as in the courfe of their mercantile

operations, muft be paid in the metals.

For tranfading this balance, there is a fet of merchants who deal

in the bufinefs of exchange. Every debtor to another country is

fuppofed to have value in his hands for it, which he converts into

biank-paper ; with this he buys a bill of exchange, drawn upon the

place where he is debtor, and the exchanger who fells it, demands

coin of the bank, which he fends ofF'for payment of his bills. If

during this operation the bank fliould ftand with its hands acrofs,

and only think of expedients to provide coin, it is evident, that if

fpecie iliould totally fail in the country, trade muft be at an end,

and the credit of the bank would be- undone : for no body will enter

into
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into eveiy combination neccfTary to difcover the impoffibility of

converting the whole paper currency of a nation into gold and

fdver. Thus a bank which cannot pay in coin, will be fuppofed

to be ruined, though in reality it may be worth half the property

of the Hate.

Is it not then of great confequence to banks, and to a nation, that

the principles of their trade, and the fecurity of their paper, fliould

be well underftood I And is it not wonderful, that they themfelves

have not made evident a thing which they mufl undei^lland far bet-

ter than any one who has not liad their e?;perience I

Chap. IX. When a country gentleman owes money in town,

beyond what his rents can pay, does he not borrow from fome

body who has money ? Does not this borrowing prevent his lands

and his houfes from being torn to pieces by thofe who have a right

to demand money of him ? Would he not be laughed at, if he were

to delay pledging a part of his property, in order to fecure the

whole .'

The cafe is juft the fame with banks. They owe a fum of coin

equal to all the paper they have in circulation. In this they repre-

fent the country gentleman. Foreign nations demand payment

from them in coin ; becaufe it is the fame thing whether this de-

mand be made diredly on the bank, or on thofe who can demand

it. of the bank. .Such nations reprefcnt the town. Muft not then

the bank borrow upon the credit of the fecurities pledged at

. the time they iiTued their notes, and which to them reprefent the

gentleman's lands ? And can they borrow from any but thofe who

have money ? Their own country can have none to lend, while

they owe a balance ; they rauft therefore borrow from other na-

tions, and transfer what they borrow to their creditors abroad.

Hence I conclude, tliat ss nations which have coin pay what

they owe with it, and thereby diminifli its quantity ; fo nations

whofe money is their land, mull pay in land, to the diminution

of that fpecies of property : and as a man who ov/es a thoufand

pounds upon his ellate is only proprietor of it for the remaining

value

;
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value ; in like manner, a country which pays an annual interefl to

other nations, is only proprietor of what remains.

-Chap. X. If the country gentleman, who is puflied by his cre-

ditors for money, which he cannot expe(5l to draw from his rents

as they become due, fhould borrow, for a few weeks, from one

who, after that time, will have occafion for his money him-

felf, he will be put to all the expence of giving jfecurity for it, and

at the end of that fliort time, he will be at as great a lofs as ever

to find money to reimburfe the m.an who had lent it him. This re--

prefents the expedient ufed by banks ta obtain temporary credits,

inftead of a permanent loan upon a regular interefl:.

Chap. XI. When trade goes on well, and produces a regular

balance in favour of a country, the trade of banking is eafy, and

few employments require lefs capacity. But when the balance be-

gins to be unfavourable, and when, in felf-defence, they are

obliged to deal in exchange, the cafe is different.

Whatever balance is due abroad muft be paid by the banks, as

has been faid,' either in coin or in credit. As long as they pay in.

coin, the bufinefs of paying the balance is left to exchangers, who
eonduA the operation. But whenever banks borrow abroad, upon
a permanent loan, and thereby acquire a fimd to draw upon, the

bufmefs of e^^change falls naturally into their hands, and the^

may profit of it according to circumflances. In this cafe, not one

fhilling of coin can go out of the country, in the way of payment

;

becaufe there will be a lofs to any one who fends it away, when he
can pay cheaper by a bill.

Chap. XII, But the moft complicated combinations arife from

the confequences of a wrong balance on the flate of domeflic cir-

culation. I hope this matter will be more eafily comprehended,

from the fhort recapitulation I am now to give of it, after all that

has been faid upon the dodlrine of taxes, and of the difficulty of

paying them, when money is fent abroad.

Money is the inftrument of alienation ; and when this, inflru-

ment is taken away, alienation mufl ceafe. Now, it is a matter of

2 indif-
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indifference as to circulation, whether money be rendered fcarce

by being fent out of the country by the ftate in time of war, or by

the fubjeils who owe it to flrangers in time of peace. A determi-

nate quantity of money is requiiite for domeflic circulation. In

whatever way this comes to be diminifhed, it is the duty and inte-

reft of banks to fill up the void as fail as poilible, by readily fur-

nifhing credit at all times to thofe who can give fecurity for what

they demand. If banks, by paying balances, Ihall have exhaufted

their fund of coin, the fault is their own. Why did they not in

time provide the neceffary funds abroad ? But in whatever manner

they pay the balance^ the confequence is, to take a fum of money

equal to it out of domeilic circulation ; and this cannot be replaced

but by more mon€?y lent by them upon new fecurities. If an ill

grounded fear Ihould at fuch a time engage them to. refufe credit,,

when demanded, the country will be in a worfe fituation than if

banks had never been eftablilhed, from the fudden diminution

of money, which, without that ellablifhment, never could have-

happened.

But if banks would confider the whole foreign balance as imme-

diately their own debt) and it is fo, when they are obliged to pay

it) they would provide the eafieft method of acquitting it : fince

none of the expence incurred can fall upon them, in any propor-

tion to the gain they make, in receiving intereft for all they lend,

and in paying none for what they owe within the fphere of their

own circulation.

Chap. XIII. Whatever contradls circulation, hurts a bank, and

offers no relief to it with refpedt to the payment of balances. If

they borrow money at home, they cut off the branch they fland

upon, unlefs they continue at the fame time to give credit to all

who demand to borrow upon good fecurity. This laft combina-

tion was omitted in the chapter I am now recapitulating ; becaufe of

the multiplicity of thofe I was obliged to introduce, in order to

demonftrate how hurtful it is for banks voluntarily to diminifh

the circulation of the country where they are eftabliilied. I ihall

therefore
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therefore bring it in here, and refer to the chapter for the other

combinations which cannot be abridged.

Did banks, upon mortgage, make it a rule to borrow all the

money offered to them, at a fmali dedudion from the common
intereft, while at the fame time they continued to lend as for-

merly to every perfon of good credit ; the confequence in a little

time would be, that they would become the abfolute center of all

borrowing and lending, and the greateil part of the expence of

drawing fecurities would be faved.

Every perfon who had money to lend, would lend it to the bank ;

and every one who had money to borrow, would borrow it of the

bank. Upon thefe two operations, the difference of interefl paid,

and received, would more than balance the additional expence of

fo great a detail. But then indeed fome new law would be necef-

fary to facilitate fecurities. The clogs laid upon folid property

oblige the bank to infill upon conditions, which put it out of the

power of many perfons of good credit to borrow from them. But

I do not propofe plans : -my aim is confined to principles ; and

from thofe I have mentioned a new claufe in bank notes would

arife, viz. to pay in coin, or by a transfer of interefl; at a deter-

minate rate, at the option of the bearer, not of the bank.

Chap. XIV. This would be an optional claufe, very dilTerent

from that lately introduced into Scotland, where the option of pay-

ing interefl was left to the bank. This has fince been wifely fup-

preffed ; bccaitfe it proved a heavy clog upon circulation, and en-

abled the bank to avoid doing what their own interefl, and that of

the nation, required of them, viz. the ready payment of all ba-

lances againfl the country. But in fupprefling optional claufes,

government fhould facilitate the means of paying balances, and

of providing coin. This is done by eflablifhing and fupporting

the credit of the banks, in proportion to the folidity and extent of

their funds. An example of this nature occiUTcd in Ireland, in

April 1760, when the parliament interefted itfelf diredly in the

fupport of the credit of fome private bankers. A mint alfo is ne-

VOL. II. I i i i ceHaryj
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celTary ; or if this fliould be judged improper or fuperfluous, fome

affiftance at kail fhould be given in conveying coin from the place

of its fabrication.

Chap. XV. All branches of policy are brought to perfection by

degrees, when, inllead of being eftabliflaed at once on found prin-

ciples, they introduce themfelves mechanically, by cuftom and

pradice only. When therefore a national bank is not found to

anfwer all the purpofes expected from it, private people imitate

their plan, and fill up the void. Thus in Scotland, when the

banks of Edinburgh did not fufficiendy fupport circulation in the

more dillant parts of the country, private banking companies

were eredled, and degenerated into a great abufe. Every one

ilTued notes payable to bearer. Thus the public was filled with

paper money, the credit of which was quite unknown to many,,

who were however forced to receive it.

Whatever is payable to bearer, is payable to the public ; and no

doubt the public has a good right to prevent the ilTuing of notes

by any but fuch as it has confidence in. When a note is payable

to order, every one who circulates it is refponfible for the value ;

but when it is payable to bearer, there is no recourfe upon any

but the firffc grantor of the obligation. Such regulations therefore

fhould be made in this refpedt as may give a folidity to the paper?,

facilitate a general circulation, and prevent the eltablidiment of a

currency confined to particular diftrids within the fame coun-

try, which tends to introduce a courfe of exchange from one

town to another. This would be the cafe, were the circulation of

every county carried on by the county bank. A communication,

therefore, of intereft between the banks of a country is requifite,

or elfe the obligation to pay fliould not be confined to the place

where the bank is eftablifhed.

Chap. XVI. Here I refume the principles I have deduced, in a

Ihort fl^etch of a general plan of regulations for a bank of cir-

culation.

^ Chap,
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Chap. XVII. If proper regulations upon the banking trade

fliould be found inconliftent with the laws and manners of a

people, which require a more estenlive liberty to every one to carry

on what commerce he thinks fit, I think it is reafonable that every

company of merchants who ifTue paper, payable to bearer, with-

out the fancTiion of government, fhould be obliged to fubje6l their

books to fome kind of public infpedlion, that it might be feen whe-
ther the credit they grant to individuals be of a fufficient folidity

to anfwer for the notes they circulate.

Chap. XVIIL The numberlefs diftrelTes of the Scots banks at

the end of lall war, made it neceJTary to fliow, in a particular

chapter, what the confequences might have been, had the banks

at that time totally withdrawn their credits, and given up bufinefs.

This flep would, imo, have cut off their whole profits of banking.

2do, It would have ruined the whole clafs of exchangers ; and with

them, -^tio, the whole trade and manufacTrures of Scotland.

Chap. XIX. Here I take a farther fi:ep into thofe intricate com-

binations. I now fhew how the whole obligation, both of paying in

coin, and difcharging foreign balances, may be taken off from thofe

who adminifter a national bank. Their notes are propofed to be

paid by a proportional transfer of intereft. All intereil due by

banks on that accoimt, and to banks for credit given, is propofed

to be paid in coin at certain terms. Thofe who have occafion for

coin are to buy it at tlie mint : but this coin is entirely calculated

for domeftic circulation ; and therefore a very moderate quantity

of it will be neceffary. And for the payment of all fums due to

foreign nations, I lay it upon government, according to the plan

propofed in the 5th chapter, upon exchange.

Thus the whole policy of circulation is divided into three diitindl

branches :

\tno, The melting down of property, and keeping circulation

full at all times. This is the bufinefs of banks.

. "^.do, The providing of coin is the bufinefs of mints.

I i i i 2 itia, The
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3?z«?, The granting bills on foreign parts, for value in the na-

tional currency, is the bufniefs of the Hate.

Chap. XX. The obje6lion to this dodlrine is, that if notes are

not payable in coin, they ceafe to be of value. The anfwer is fliort.

The ufe of paper money is to keep reckonings of value between

people v/ho have property ; the ufe of coin is to avoid giving credit

to people who have none.

The value of the paper in the country is afcertained by the value

of the interefl v/hich is paid for it in coin ; and by not paying the-

capitals in coin, you prevent its being carried off without necef-

fity, whenever a balance becomes due ; which balance might be

paid by the means of credit.

Chap. XXI. I fliew, by many arguments, (aftervv'-ards employed

in the loth chapter, upon public credit, and which render this

combination more fimple than I fliould otherwife have been able

to make it in this place) that the return of a favourable balance-

of trade will clear the bank of all the foreign debts contraded. by it,,

for the relief of the country ; as a like favourable balance on the

trade of Great Britain has the effedt of fetting that nation free

from a proportional part of the money due to ftrangers. In this

cafe, the favourable balance is incorporated in the public funds

due to natives : in the other cafe, it is incorporated with the Hock

of the bank fecurities, and enables them to relieve that part of

them which w^as engaged for the interefl paid out of the country.

Chap. XXII. The conftitution of the bank of England differs

effentially in fome particulars from that of banks upon mortgage,

and private credit. It is not fo much calculated for multiplying

the currency, by melting dov/n private property, as for facilitating

the circulation of the trade of London, and exchequer of Great

Britain.

The grounds of confidence upon which the notes of this com-

pany Hand are very great.

i7no, A capital of eleven millions llerling, for which they are

creditors to the nation.

zdo, A
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2do, A fum of credit-cafli at all times in their hand, of about
eleven millions more.

3//0, The bills of exchange of all the great merchants of Europe,

which they difcount.

4^5, When they ifTue paper to government upon the faith of

taxes, or circulate exchequer bills, they have the fecurity of the

public faith for the fliort advance of a few months.

This bank, I have faid, is more ufeful for promoting circula-

tion than for augmenting it. It has however lent its affiflance in

this refpecT: on very critical occafions. It has circulated exchequer

bills ; and tallies, which, from difcredit at the time, were as ill cal-

culated to fupply the ufe of money, as lands or houfes are, from
their unwieldy nature. The great advantage the public reaped

from fuch operations, abundantly ftiew the utility of banks, which
are calculated for that very purpofe.

The principal operations of this bank are, to receive and pay

away the greateft part of all the national revenue, expences, and
debts ; to difcount bills of exchange payable at London, and to

fupply the country with coin.

The demand of London for fubfiflence and manufacTiures from

the country of England is fo great, that the whole amount of

what is fent up to that city, for taxes, and for land-rents there ex-

pended by the proprietors, does not compenfate it. From w^hich

it follows, that by the bank's not giving credit upon private fecu.-

rities, the whole of their paper is in a manner confined to the ca-

pital ; and if any part of that paper cafually goes into the coun-

try, it quickly returns, in payment of what would otherwife be

remitted in bills. So that paper circulation in the country of Eng-

land is very inconfiderable, when compared with the coin.

The intention of this chapter is to examine and compare the

principles of the two fpecies of banking, and to point out their

,.-^ feveral confequences as to circulation ; from which I am led to

think, that if banks of circulation were to be ellabliflied in the coun-

try towns of note in England, they would greatly promote induflry

2r every-
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every where, and occafion no inconvenience from their contrafl

with the national bank.

Chap. XXIII. After deducing the principles upon which the fe-

lidity of paper money is eftabliflied, I proceed to point out the bad

confequences of ilTuing bank-notes upon a precarious fecurity.

The bank eftablifhed hi France by Mr. Law, and the fatal cata-

ftrope it brought upon that nation, furniih excellent matter for il-

luftrating the doftrine of paper credit.

The late King of France left, at his death, a debt upon his king-

-dom of 142 millions fterling; the coin being at 28 livres the marc

of lilver.

Chap. XXIV. In a few months after his death, the debt was

reduced to 1 00 millions, by the turn of a wheel. The coin was

put at 40 livres the marc. But as the hundred millions fterling, in

intrinfic 'value, after the redudion, contained as many livres in ver-

bal denomination, as the hundred and forty millions did before, the

greateft inconvenience difcovered by the people was confined to

the neceffity impofed upon them to fell their old coin at the King's

price.

At this time Law fet up his bank, and without doubt affifled

people in that refpe6t, with very great benefit to himfelf.

Chap. XXV. He divided the capital ftock of the bank into 1200

Ihares, of 5000 livres each (the livre at this time was exadly a

fhilling fterling) ; and the purport of the notes he iiTued was, that

payment fliould be made, at all times, in livres of the fame intrinfic

value.

This bank was eftablifhed on the principles of the Scots banks,

and lent fums upon every fpecies of good fecurity. The confe-

quence was, that in lefs than three years, France, from being in

the moft miferable fituation for want of money, credit, confump-

tion, and induftry, was raifed, as by magic, to the greateft afflu-

ence. The reafon was plain : there wanted nothing but an inftru- <

meiit to fet all the inhabitants to work. This Law gave them in a

moment

;
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moment ; and tl^eir own work Was the caufe of the affluence v/hich

aftonifhed them.

This eiFe6t was produced by an inconfiderable fum of notes :

they did not exceed three milUons ilerling when Law gave up his

bank. But credit and confidence were eftabhihed by that fmall

fum ; and the notes brought out all the coin which had been for-

merly locked iip. It is not a great quantity of money, but an

exa6t proportion of it, accordmg to demand, which fupports trade

and induftry. That proportion may be fuftained by the means
of banks, but by no other expedient whatever.

Chap. XXVI. Law's bank was no foone-r eftablifhed, than he

fought to enlarge his bottom. He found a trading company ruined

in their afFiiirs, though intitled to great privileges. He found alfo

large fums of public ilate billets circulating at great difcredit, from

an ill paid intereft. Ke got a grant of the company to himfelf

and afTociates. He opened a fubfcription for 200,000 fhares, of

500 livres each. He took payii^ '-:at in thofe difcredited obligations 5

and when he had got the Icate billet s, (given in at fubfcribing) he

engaged the Regent to promife pun(5tual payment of the intereft.

This was no fooner done, than the difcredited paper, which was
become an adlion, or a fliare, as we have called it, only by being

fubfcribed for to Mr. Law, rofe above par. The nation cried out,

2i Miracle! Law was a faviour, in the eyes of fome, a conjuror in.

the opinion of others.

His credit and his capacity for conducing the greatefl under-

taking within the poM^er of numbers az^id computation, being

eftablifhed, infpired the Duke of Orleans v/ith a fcheme of un-

bounded ambition, which, in favour of many who have never

rightly comprehended, the nature of it, I have been at very great

pains to trace, in the eight following chapters. And as a recapitu-

lation is ufeful to aflemble ideas within a fmall compafs, which

have been difperfed through many combinations in the work

itfelf, Ifhall here, in a few lines, give a general idea of the whole

plan.

The,
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The Regent perceiving the ufe of paper money, well fecured on

Iblid property, refolved to take the bank into his own hands, in

order to ilTue paper fufficient to pay off the whole debt of France.

Now paper iiliied for paying debts is fecured upon no fund at all.

It is the fame as if it were ifTued for payment of meat and drinic

The whole fecurity therefore was his own word.

But the difficulty was to prevent this paper from inftantly return-

ing upon the bank; becaufe it far exceeded all the ufes of circula-

tion, and, confequently, could not be fufpended in it.

The expedient fallen upon was to raife the value of the

adtions of Lav^7's company, (which by the fubfequent incorpo-

ration of new privileges were multiplied beyond 600 000) to a

great height, by promifmg great dividends upon them. The com-

pany accordingly promifed a dividend of 200 livres a year, upon a

capital which was originally worth no more than 500 livres.

The great quantity/ of paper money difperfed had funk the rate

of intereft to 2 per cent. The dividend, therefore, combined with

the rate of intereft," carried the market price of the a<fLion to

10 coo livres. Here was a new fund provided as an outlet for all

the bank notes paid to the creditors; and in proportion as they

bought the adions from the Regent, or the company, whom I here

confider as the fame, the notes were to be cancelled.

By this operation all the debts of France were to be converted

into acT:ions of the company of the Indies, and were to fliare its

fate. But then it muft be remembred, that this company had in

a manner the whole revenue of France in farm ; and by a recapi-

tulation of the different branches of their profits, their income

amounted to eighty millions of livres a year. So that if matters

had been well managed, had credit been fupported by fair dealing,

had no arbitrary ac^s of power, in tampering with denominations

of coin and m.oney, taken place, and had the Regent fupported

and encouraged the company ; they in fac^ might have been able

to pay more than all that was required of them ; and the very di-

minution of the interell of the public debts, by the fall of money

to
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to 2 per cent, was, in eifefl, cutting off one half of the capital. So

that if we fuppofe tlie total value of the 2000 millions of debt equal

to 100 millions fterling, the debts of France, by this fcheme, would
have been reduced to an annuity of 2 per cent, on a 100 millions, or

two millions fterling a year paid to the company, who then repre-

fented the creditors of the nation.

But the proje6t was too great ; the capacity of thofe who were in

the management was too fmall, and the time was too fliort for

bringing about fo great a revolution : thus it failed ; but in a way
which fuggefts no reafon to believe that it might not have been

fupported.

Chap. XXXIV. The denomination of the paper was reduced to

one half by an a6l of power: a man who, for example, had a bank
note for 100/. had it reduced to 50/. This at once dellroyed the

whole credit of France. But it would have flood its ground, with-

out doubt, had the Regent called the fifty pounds with which he

paid fuch a note, one hundred pounds ; although, if you abftradl

from the interefts of debtors and creditors, which never were

attended to, it was abfolutely the fame thing. The altering the

denomination of paper implies, however, this additional injuftice

above that of altering the denomination of coin, that it changes

the value of the paper in all cafes ; becaufe it contains no other

value than the denomination : whereas coin has a value indepen-

dent of that, which no law can alter.

Chap. XXXV. The form of a bank prOpofed for France, in this

chapter, is pretty much the fame with that mentioned in chap. 1 6

;

only here I have not even admitted the payment of the intereft in

coin, for fear that an a6t of power, by carrying off a few thoufand

louis d'ors on a prefent exigency, might totally ruin the credit of

fuch a bank, and confequently draw ruin on the whole nation.

This bank is intended merely as an office for keeping accounts

between people of property, and thereby of greatly increafing and

fupporting circulation.

VOL. II. K k k k Chap.
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Chap. XXXVI. Having clifmiiTed the fubjedl of banks of circu-

lation, I come next to thofe of depolit. Here I deduce the principles

upon v/hich the bank of Amilerdam is eftablifhecL

This bank iffaes no paper, and grants credit upon no fecurity

but coin locked up in their vaults. Confequently, the ground of

their credit is the faithful prefervation of this coin. Were it at any

time to be diminifhed below the value of the credits written in their

books, the nature of the bank would be changed. Were the coin

to be lent on good fecurity, fuch a bank would then immediately

.become a bank of circulation upon mortgage ; lince it would be

the fame as if the credit had been at firil granted upon that fecu-

rity. Were the coin difpofed of for no value, the bank would be

from that moment bankrupt in fac% although the fecret might be

kept for a long time.

Chap. XXXVII. The intention of eftablifliing a bank of this^

nature at Amfterdam was to fix the feat of trade in that city. The

ordering all bills of exchange to be paid to the bank in coin, and

the giving to the holders of the bills only a credit in bank for the

value, was an efFedtual means of obliging the proprietors of that

credit to carry on their trade in the place where their ftmds were

eftabliflied beyond a poffibility of removing them, except by tranf-

ferring them to others who, by accepting of the transfer, came

under the fame neceility. V/ere indeed trade to become incompa-

tible with thq fituation of the city, as, if an earthquake iliould fill

up the port, then the bank would either be removed elfevyhere, or

the credit writ in their books would become of no more value than;

gold in an inacceffible mine. This regulation alfo prevented the cir-

culation of bad coin ; becaufe when payment of bills was made tO'

the bank, they took care that nothing but good coin fhould be re-

ceived.

From thefe regulations it appears that money cannot be multi-

plied by banks of depofit ; but on the other hand, it cannot be

diminifhed by exportation, without the ad of tlie bank ; and the

transfer
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transfer of credit anfwers every iife of coin in trade, and prevents

alfo its walle in circulation.

Chap. XXXVIIL Coin is liable to conftant viciliitudes, Its deno-

mination may be changed by an a6t of power, and its real weight

may be diminifhed in circulation. But when it is locked up, all

thefe inconveniences are prevented; Bank money, therefore, being

the value of the coin locked up, is conflantly the fame : whereas

all coin which circulates is I'-.ble to variations ; confequentiy, thefe

variations are relative to the coin which circulates, and not to the

bank-money. The difference between the one and the other is

called agio.

Chap. XXXIX. Many have imagined the treafure of the bank

of Amfterdam to be imnienfe ; becaufe no body can ever take any

thing from it, and that it is conllantly receiving new augmenta-

tions : but the policy of the bank itfelf deftroys this fappofition,

and fhews plainly, that the fum locked up never can exceed what

is abfolutely neceilary for circulating the trade of the city.

It is true, no pcrfon can go to the bank and demand to have the

amount of his written credit paid him in coin. But were the written

credits to exceed the ufes found for them, the value of fuch bank-

money would diminifh ; confequentiy, the value of the circulating

coin would increafe, which is the fame thing. Now as this would

prove a great difcredit to the bank, they employ a fet of caflriers or

brokers to keep the balance even. Their buiinefs is to buy and fell

bank credit with current coin, and to thefe the bank gives credit.

When there is a demand for bank credit, the caiftiiers fell it for

coin, and both parties going to the bank, a new credit is written,

or thecafhier's credit is transferred to the buyer. Vv'hen, on the other

hand, coin is demanded for bank credit, the caOiiers pay for it

with coin which the bank lends them ; and for their repayment,

they transfer to the bank the credit they have bought with it. This

needs a little explanation. Suppofe one to have credit in bank for

a.thoufand gilders, which he wants to fend away in coin. He
goes to the cafhier and fells his thoufand gilders of bank credit : the

K k k k 2 bank
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bank lends this thoufand gilders to the cafliier, and the man who
fells the credit gets the coin, and makes a transfer of the credit in

favour of the cafhier. But as he owes this fum to the bank, he

transfers this credit to the bank itfelf, in payment of the thoufand

gilders borrowed ; and then the bank may expunge it, if they pleafe,

from their books ; becaufe it is due to themfelves. Thus although

no money can be demanded of the bank by one who has credit,

they can give the money to a third party who does it for them.

Part III. Of Exchange

i

Chap. I. TpOREIGN circulation is carried on by bills of ex-

X change.

When reciprocal debts are contradled by different countries, the

creditors in both take payment at home for the bills they draw to

the order of thofe who pay; and they again indorfe the bills to

their creditors abroad.

In this contrail four parties concur: the domeftic and foreign

creditors ; the domeftic and foreign debtors. This operation can

extend no farther than to the amount of reciprocal and equal debts j

if there be a balance owing upon one fide, this balance muft be

paid in value, either in money or merchandize. Now as a debt is

much eafier difcharged by compenfation than by payment, mer-

chants endeavour to profit of this compenfation ; but as every one

endeavours alike when there is a balance on one iide, it operates

upon the whole of the exchange, and every one muft bear his fhare

of the expence of paying it.

If London fhould owe a balance to the world, after compenfating

all that the world owes to her, every London-debtor to the world will

wifh to compenfate ; confequently, he will look out for one who is

creditor to the world : but this fearch betrays the fecret, and fhews

i that
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that he is the demander ; upon which the other avails himfelf of

his fituation, and refufes to compenfate without profit. Hence the

fecrecy faid to be requifite in this branch of trade. It is requifite to

the trader only, whofe intereft is concerned ; becaufe whatever one
fet of merchants in a place wifh to conceal, another fet have con-

ftantly an intereft to divulge. The intereft of the ftate confifts in

preferving an equality of profit and lofs among them all ; and in

facilitating to them the paying and receiving the balances due upon
the total of all their tranfactions. The lofs of the nation is upon
the balance due by the country ; the expence of paying the balance,

which is the price of exchange, is only a relative lofs to fome of
her fubje6ls, and a relative gain to others.

The attention, therefore, of a ftatefman in what regards ex-

change, is, imo, To take care that the true par between the value

of the national money and the money of other nations, fliall be as

much as poffible proportional to the quantity of metal contained

in each.

2do, To remove domeftic inconveniences in paying with the me-
tals, or national coin, every unavoidable balance.

3/w, To hinder the expence of acquitting a fmall balance from

occalioning a lofs on the compenfation of reciprocal debts.

And, 4^0, When he finds an inconvenience in allowing the metals

or coin to go out of the country, he muft affift in having the balance

paid in the way of credit.

Chap. II. The beft method for determining exadlly the true and"

intrinfic value of the metals, coin, or money, in which the balance

due to or from a foreign nation, is to be paid, is to compare the

refpecftive value of fine bullion with the refpedive denominations

of the coin in the two places exchanging ; and to ftate the dif-

ference only, as the price paid for the exchange. To render this

more practicable, a propofal for rendring all mint-weights more,

determinate is fet forth in a note.

Chap. III. When upon the whole of a nation's trade with the reft

of the world, a balance ia due^ it muft be paid, either in intrinfic

value.
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value, which totally difcharges it, or by giving fecurity for it, and

paying intereft until the charge can be. obtained. We confider in

this chapter the methods of difcharging it.

A flatefman is the beft judge when his people ought to pay with

bullion, and when with credit. If he approves of their paying

with bullion, that is, with gold and filver, he Iliould render the

exportation of the metals as eafy as poffible. If a duty be laid upon

coinage, he need not be afraid that any one will fend off the coin,

as long as bullion can be found ; and when this runs fliort, if he

does not choofe that his coin fliould go out, he muft lend his affif-

tance in paying with credit. If he finds it againil his intereft ei-

ther to pay in one way or in the other, he muft put a ftop to the

trade which creates the balance : for while fuch trade is permitted,

he Vv^ill find it beyond his power to prevent the payment of that

balance in the moft hurtful way poffible to his country.

I here obferve, that in countries unacquainted with trade, and in

others where the whole external commerce is carried on by ftran-

gers, a good expedient for cutting off fuch hurtful branches of

traffic is to lay all the reftraints poffible on the exportation of the

m.etals, in order to promote the exportation of what the country

can offer in return. But when trade and induftry are eftabliflied,

thefe reftri(5tions ceafe to be ufeful ; becaufe merchants then find

a profit upon exporting domeftic produdions, which they never

can have upon exporting an intrinfic value.

A ftatefman, therefore, Iliould conduct his operations according

to the fituation of his country. If foreign trade be unprofitable,

cut it off as much as poffible, and lay every reftraint upon the ex-

portation of coin. If it be profitable, lay no reftriaions on pay-

ments ; becaufe you are fure you will gain upon tire whole. And

if, in any particular cafe, you incline to keep your coin at home,

mortgage your country, and pay v/ith your credit.

If, when you are obliged to check foreign trade, and lay prohi-

bitions on the exportation of coin, exchange is found to rife to a

crreat height againii you, yet will this exchange produce no national

lofs:
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lofs : it will be paid within the country by thole who confume

foreign commodities, to thofe who are at the trouble and expence

of tranfa^ting the balance.

Chap. IV. Here 1 demonftrate what before I had in a manner
taken for granted, viz. that the price of exchange is neither a na-

tional lofs, or a national gain ,- but whether it be favourable or un-

. favourable, it produces an inflabiliry in the profits upon trade, and

fhould therefore be kept at par by all poiiible methods. I alfo

fhew how exchange is favourable to exportation, when the balance

is againil a country, and how the exchange is unfavourable in that

refped: in proportion as the balance is for that country : and as

whatever exchange is gained by exporters is loil by importers, and

'vice Hjerfa, fome have concluded, that an unfa,voiirable balance does

©f itfelf deilroy its own pernicious effedls, and fets the balance even.

I endeavour to difprove this propofition, by fliewing how the im-

porters are indemnified, as to their lofs by the exchange, from the

additional price they get for their foreign commodities at home j

whereas the exporters cannot raife their prices abroad 5 becaufe

foreign competition will not permit them. So that in one cafe the

wrong balance hurts the rich confumer at home, who can bear the

lofs ; and in the other, the right balance hurts the poor manufac-

turer, who cannot. Hence I conclude, that it is greatly for the inte-

reft of a trading Hate to keep exchange, at all times, as nearly at

par as poffible.

That this is a pradicable fcheme, I prove by a matter of facft,

and by an experiment made in France by a late minifter ; where^

upon a certain occalion, the exchange having rifen to a great height

againft France, he immediately brought it to par, by ordering bills

upon Holland to be furniflied at that rate, to thofe who fliould de-

mand them ; and by taking upon himfelf the expence of fending

the money paid for fuch bills, ta the place upon which they were

dravv^n.

I obferve, hovv^ever, that fuch operations can only be recom-

mended to flatefmen Vv^ho prefide over the interefts of fiourifhing

trading
8
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trading nations ; becaufe in proportion as they are benefited by-

facilitating the payment of the cafual balances due by them from

time to time, in fo far is a prodigal nation hurt, by facilitating the

diffipation of their property, and by contriving a ready method of

transferring it to foreigners.

Chap. V. When a nation owes a balance, after all the payments

they have been able to make, either in coin, bullion, bills, or mer-

chandize, it is evident, that what remains can only be fatisfied by

obtaining credit for it, at the expence of mortgaging the country

and paying intereft for the remaining balance. When this, how-

ever, happens to be the cafe, it involves the nation-debtor in a

multitude of expenlive operations condudled by exchangers, who
conftantly find a profit in carrying them on, though at a very

great lofs to individuals within the country. To prevent this

inconvenience, I propofe, that the flatefman fliould take upon him-

felf the obtaining of credit abroad, for the balance due by the

country he governs ; and that the expence incurred by this opera-

tion fhould be defrayed by the public, whereby every individual

within the flate will contribute his Ihare towards maintaining an

uniformity in the profits upon trade, and fupporting the flability of

commerce, from the regularity of the courfe of exchange at all

times. This operation refembles very much another of which we

have already fpoken in treating of banks of circulation upon mort-

gage. There we recommended the payment of foreign balances

as a proper branch of bank adminiflration : here we recommend it

to a ftatefman to interpofe voluntarily between his fubjeds and their

foreign creditors. This is the heit method of fupporting commerce,

when it happens accidentally to fall under the difcouragement of

3.n unfavourable balance.
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Part IV. Of Public Credit.

Chap. I. f a '•HE credit of a Hate refembles, in moll things, that

X of an individual: they differ however in this, that

when a private man contradls a debt, he himfeif is anfwerable for

it. When a ftate contracts a debt, thofe who contradl the obhga-

tion in the name of the ftate are not refponfible for it. Hence it

happens, that private people are commonly more anxious about

paying their debts than ftatefmen are who adminiller for the pub-

lic. Another difference is, that public debts do not fo much affe6t

the profperity of a Hate as private debts do that of the debtor. The

interell of a private debtor is fmiple and uncompounded ; that of a

ftate is fo complex, that the debts they owe, ivhen due to citizens, are",

on the whole, rather advantageous than burdenfome : they pro-

duce a new branch of circulation among individuals, but take

nothing from the general patriinony.

In deducing the principles of public credit, we mufl; fuppofe it

the eftabliflied maxim in the ftate to adhere to the faith of their

engagements; and that a permanent fund is appropriated for the

payment of the intereil of all the money bon-owed .- a liberty muft

he fuppofed, at the fame time, to redeem the obligation by ade-

quate payment ; and alfo an eafy transfer of the capital from hand

to hand, to indemnify every creditor for the lofs of his capital,

which is not demandable from the fiate, as the cafe commonly is

in private fecurities.

The confequence of the fwelling of public debts, is, to occafion

a proportional augmentation of contributions out of private pro-

perty. The confequence of this again, is, to produce a vibration in

the balance of domeftic wealth. This creates a monied intereil,

which fwells in proportion as public debts increafe ; and w^hich may
fv/cll to fo great a height as to transfer the income of a whole

nation from the nominal proprietors to the public creditors.

VOL. II. L 1 1 1 A fiatcf-
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A fhatefman, therefore, ought carefully to attend to the fpirit of

the nation he governs, before he gives way to a regular and fyfte-

matical augmentation of public debts. In monarchies, the pro-

prietors of lands may bear for a while the temporary diminutions

of their annual income, though they will not eafily be made to

fubfcribe to a plan which evidently tends to deprive them of all

they have, and to transfer their power and property to a fetof men
whom, they have always coniidered as their inferiors.

In monarchies, therefore, a great increafe of public debts will

more probably bring on a national bankruptcy, than in govern-

ments which participate of the republican form.

The confequences, therefore, of the fwelling of public debts

maybe, either, i mo, To dlflurb the tranquillity of the fc'ate, b'y

an attempt to transfer the property of it from the real poiTefTors to

a new created moniedinterefh: or,

2(30, If a fyftematical plan of borrowing upon folid fecurity be

not laid down, it may mechanically draw on a general bank-

ruptcy : or,

2tio, If debt^ be allowed to fwell beyond due bounds, fo as to

hurt the intereft of the great body of the proprietors, the ftate may
be engaged to adopt the, fatal expedient of a fpunge : or,

4^0, If the fpirit of the people prove compatible, with the fyftem

of borrowing and fupporting public credit to. the utmofh extent,

.

then the whole income of the nation will remain in perpetual fluc-

tuation, paffing from one fet of creditors to another, the ftatefmaii

Hill retaining the adminillration of it for their ufe : or,

Sio, If the debts contraded become the property of foreigners,

thefe v/ill either remove into the country-where their funds are, or

the income of the whole will be converted into a foreign tribute.

Chap. II. While public expence was defrayed from treafures,

public credit v/as a thing unknown. While fupplied from rapine

and extortion, it never could exift. During the fmiplicity of ancient

manners, when there was neither induftry or circulation, credit

was
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was unneceflary: the coin was more than fufficient to ferve every

purpofe of alienation.

When trade and induflry began to make a progrefs in Europe,

in the Hans towns, and in the republics of Genoa and Venice, the

confequences of their credit were foon felt by Princes, who auk-

wardly began to imitate their example ; firil, by borrowing money
upon mortgages of their lands and principalities ; and afterwards,

by impoling taxes and felling them for what they could get to a

moil rapacious fet of men, the tax-gatherers. This fpread oppref-

fion, and this again foon brought the Prince to poverty.

Taxes, however, once eftabliflied in this violent method, and

upon urgent occafions, came, in time, to be improved, and formed

a large fund, which now ferves as a folid bafis for public credit.

Chap. III. While taxes were only appropriated for a time, for

the repayment of the debts contra(51;ed by a ftate, the attention both

of the flate and of the lenders was totally fixed upon the difcharge

of the capitals : but in proportion as money increafed, in confe-

quence of the whole fyftem of modern political oeconomy, the

lenders formed to themfelves a new point of view, viz. the acqui-

fition of a permanent intereft arifing from a transferable capital.

In order to make his change of policy from borrowing v/ith an

intention to repay the capital, to borrowing with an intention to

pay a perpetual intereft, the more fenfible, I have traced in this

chapter the progrefs of the firft, by a review of the plan of public

credit in England until the end of the laft century.

Here I analize briefly the fentiments of Dr. Davenant, and compare

them w^iththofe ellablifhed in our days, when the latter policy has

taken place ; and upon the whole I determine, that the difference

in the fyftem of public credit then and at prefenr, has proceeded

principally from the difference in the flate of circulation, and from

the expedients now fallen upon for increafmg the quantity of mo-

ney, in proportion to the ufes foimd for it.

Chap. IV. I then compare the ftate of public credit in France,

•during the adminiflration of Cardinal de Richlieu, v^ith that of

L 1 1 1 2 England
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England after the revolution. Here I endeavour to point out the

influence which the different forms of government have upon the

ftability of public credit, both in contrading and in paying off

public debts.

In France, the power of the Prince furnifhes many expedients

for paying off capitals, which had been borrowed at an exorbitant

intereft in times of public dillrefs.

In England, the limited power of the crown, and the refponli>

bility of minillers for their exercife of it, is a great fecurity to thofe

who lend money to the ftate ; and confequently, proves a very

great advantage in contradling debts upon reafonable terms.

The longer the two ftates fubfift, the greater will the advantage

be found in favour of that which adheres the mofl flridly to the

faith of its public engagements.

When the credit of France and England are compared together,

the difference between them is moll remarkable. The ftridl ad-

herence to the faith of public engagements has ellablifhed, in

England, fo nice and fcrupulous a credit, that the fmallefl: devia-

tion from its principles may prove fatal to the whole fyflem. The

credit of France, on the other hand, has been accufcomed to a

rougher ufage ; and the frequent afts of power, to the prejudice

of creditors, rather occafion a temporary damp than a total de-

struction of their credit for the future. Such a6ts of power, how-

ever, in critical circumftances, prove extremely hurtful ; and the

advantage of a well efcabliflied credit will, in all probability, either

open the eyes of that nation to their own intereft, or bring cala-

mities upon them, which now appear little to be feared, in their

-prefent lituation.

Chap. V. This chapter contains a iliort fketch of the plan of

public credit, as carried on in Great Britain, from the end of the

laft century, to the conclufion of the peace in 1763. I here enu-

merate the principal operations, calculated for enlarging the fund

of Britilli circulation, by engaging the bank of England to turo

ixito momj the difcredited bills and tallies of the exchequer. I

have
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have pointed out the principle which circumfcribes this power in

the bank within certain limits. I have traced the prpgrefs and

fludtuations of the interefl of money ; which have conllantly been

in proportion to the demand for borrowing or lending in the mar-

ket at the time. I have mentioned the rife of the fmking fund,

and the ufe which has been made of it. I have endeavoured to

explain the methods of borrowing by premium, and have pointed

Out the inconvenience attending that plan, as long as the principal

view of diminifliing a nation's debt is confined to expedients for

lowering the interefl of the capital. I have given a progreffive

flate of the augmentation of the debts of Great Britain at the end

of every warj to which I have fubjoined a iliort Hate of the na-

tion at the lalt peace.

I conclude m.y chapter, by affigning reafons for the prefent low
ftate of public credit in Great Britain ; which has been principally

owing to the large fums of borrowed money inveiled in the funds

before the peace, upon the profped of a fudden rife in their price,.

on the return of public tranquillity. Tliis rife would, undoubtedly,

have happened, had it not been obftrudled by the neceffity which

the nominal ftockholders were put to, of bringing their funds to

market, in order to anfwer the demands of thofe from whom they

had borrowed what they had inveiled in flock : and until this opera-

tion be compleated, that is, until the funds of Great Britain be-

come vefted in the real proprietors of them, the ftate of public

credit v/ill conftantly be undetermined.

Chap. VL Having given a ihort flcetch of the prefsnt flare of

public credit in England, I endeavour, in this chapter, to extraft,

fi'om the befl private authorities to which I could have accefs, a

parallel view of the affairs of France, fo far as r<;latcs to its reve-

nues, taxes, and debts, at the peace 17(53.

By the revenue of France, I here underfland, not only what

€omes clear and nett into the King's coffers, but alfo what is far-

ther levied upon liis people. The parallel therefore will not hold

betvvccn
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between the revenue of France and that of England, as reprefented

in the preceeding chapter, without attteding to this difference.

The nett revenue of England charged with all its debts and ex-

pence of government, we have faid to amount to 10213 o°c. /. The
grofs revenue of France, on the other hand, appears to amount to

24 740 834 /. fterling.

But if from this be dedu(5led that part which never enters the

royal treafure, and which is expended in levying the revenue, and

in appropriations for particular perpetual expences, to the amount

of 6815 III /. fterling, there will remain of net income, paid into

the King's coffers, and charged with all the debts and expence of

government, only 17 925 723 /. fterling.

If from this fum we dedu6l the total amount of the net revenue

df Great Britain, (10 213 000/. fterling) the remaining fum of

7 712 723 /. fterling, will fhew the excefs of the French revenue

above that of England.

The foregoing fum of 17 925 723 7. fterling, arifes from the fol-

lowing branches :

inio, Thofe which compofe the King's ordinary revenue ; which,

at the peace 171^3, amounted to 12546666 /. fterling, burdened

with the payment of 2 022 222 /. fterling of intereft of the debts

charged upon it.

zdo, The extraordinary taxes eftabliflied for a limited time, after

the peace of Aix-ia-Chapelle. Thcfe amount to 2 326 133 /. and are

totally appropriated for the payment of capitals, and intereft upon

them, incurred during the late wars, according to the principles

of public credit in practice in England, during the reign of

K. William and Q^ Anne : and fo foon as this fund has cleared

the charges upon it, it is to ceafe, being no permanent branch of

revenue.

3/w, The extraordinary revenue raifed on account of the laft war.

This amounts to 3 052 923 /. fterling, and conlifts of the fecond and

third tv/entieth penny, granted for a very limited time, and appro-

priated, as the former branch, for difcharging the debts lately con-

6 traded.
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n-a(Sbed. The fum of thefe three branches made the total of the

17 925 723 /, paid in to the King's treafury, and burdened with all

the pubhc debts.

If we therefore fuppofe the two lafl branches of French revenue

to be continued until all the debts charged upon them are paid,

then we lliall findthe ftate of that kingdom reduced to the King's

ordinary revenue of 12 546 666 /.; from which however muft be

deducted at leaft one half of the capitation. This half amounts
to I 182 222 /. fterling, and is fo burdenfome, that its continuance

will be impoffible. The rev€nue therefore will be reduced to

II 364444 /. fteriing, charged with 2022454 /. flerling, intereil of

debts ; of which indeed 7 1 1 1 1 1 /. are annuities upon lives, and
miifl therefore be extinguilhed in time.

According to this viev»r, the revenue of France will be 1 1 364444/,
ftferhng, charged with. the annual payment of 2 022 222 /. intereft

of debts : and the revenue of Great Britain is 10 213 000/. charged

with the annual fum of 4 860000 /, intereft of debts.

What remains free for France is 9342.222/. flerling; and for

England, 5 353 000 /.

But out of this free revenue of Francemuft be dedudled the per-

manent articles of expence charged upon the ordinary revenue,

exclufive of the intereft of debts already deduded. Thefe articles

amount to the fum of 8468S89/. which being deducted from

^342 222 /. leaves a free balance of nomore.than 873 333 /,

,

On the other hand, if v.'e fuppofe the net amount of the revenue

of Great Britain, after paying the intereft of its debts, to be, as

above, 5 353 000 /. ; and if the expence of the current fervice of the

year, including the civil lift, be fuppofed to amount to 4 800 000 /.

.

fterling, as it nearly did, before the commencement of laftwar,

there will remain of free balance SSS 000 ^-
*

* But if the current annual expence fliould not exceed 3 600 000 /. or 4 400 000 /.

including the civil lift, which is nearly the prefcnt eflimate, we may then add

400000 /. to the free balance, and ftate it at 950 oco /. in round numbers.

From

:
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From all which we may conclude, that, abilracSling from extra-

ordinary fupplies for extraordinary exigencies, the revenue of both

nations is pretty nearly in proportion to their current'expence ; and,

therefore, their refpedive powers, when engaged in war, will be

in proportion to their credit at the time.

Chap. VII. In comparing the credit of the two nations, two

things enter into confideration. Firft, the confidence of the world,

in the folidity of their refpeftive public faith. This I take to be

totally in favour of the Britifli nation. The fecond is, the folidity

and extent of the funds, which are to be provided in fecurity of

the fums to be borrowed upon future emergencies. Thefe re-

fources, in France, we have feen to confifh in their dixiemes, ving-

tiemes, double capitation, and extraordinary impofitions upon the

clergy, and other bodies politic ; taxes fo burdenfome in their na-

ture, and fo contrary to the fpirit of the French nation, that it is

hardly poflible they ever can be made fo permanent as to anfwer

any other purpofe than a fliort temporary appropriation.

The true refources of France are confined to thofe taxes upon

confumption above enumerated, which do not enter into the ordi-

nary revenue, and which are now impofed and appropriated only

for a time. When thefe taxes become free, they may no doubt be

rendered perpetual, and appropriated for a future fund of credit.

On the fide of Great Britain, the cafe is different. The greatefl

part of her revenue is already perpetual ; and the only two

branches of annual grants, the land-tax and malt-duty, are not fo

exceffively burdenfome, nor fo repugnant to the genius of the

people, as to render the raifing of them, at all precarious. And
were tliis nation once to adopt tlie fyftem of raifing. money, in

time of peace, fufiicient to defray the charges of government, the

finking fund would prove a refource for the future, far above any

thing that France can boaft of.

Chap. VIII. Having by this fliort fl<;etch of the ftate of credit in

Great Britain and France, prepared a fort of canvafs for our far-

ther rcafoning, I proceed to apply principles to fome combinations,

which

7
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which might be formed concerning the confequences of an over-

flretched credit.

In proportion as credit is ufed for borrowing money to be fent

abroad, either a fupplyof currency mufl: be provided for filling up
the void, or alienation, trade, induilry, Sec. mufl fuffer a check.

And even if money fhould be borrowed to be fpent at home, an

additional quantity of it mufl be added to circulation; becaufe this

new expence of the flate will require it.

Every fund of property may be converted into money, with the

affiflance of credit, providing the llatefman lends his hand to the

operation : and the fundamental principle for fupporting credit of

all kinds, is, to provide every one with money who has property

to pledge for it.

When money is borrowed by a flate, to be fpent abroad, the loan

mufl either be made in coin, or in paper. If in the firfl, it is ex-

ported ; becaufe coin is the money of the world : if in paper, it

mufl either be converted into coin, and exported, or it muft be re-

m,itted by bills, drawn upon countries, debtors to England, for ex-

ample ; or, in the lafl place, it mufl be paid in the way of credit,

by conflituting England debtor to the Continent for it. When it is

paid by bills drawn upon countries, debtors to England, then the

confequence of fuch a loan is to convert the balance of trade into

a capital in the public funds.

In whatever way money is borrowed by a flate, whether from

natives, or foreigners, the confequences are the fame. The opera-

tion of a favourable balance of trade will transfer what is ovv'ing

to foreigners in favour of natives ; and a v/rong balance of trade

will transfer the property of natives to foreigners.

If no check be put to the augmentation of public debts, if they

be allowed conftantly to accumulate, and if the fpirit of a nation

can patiently fubmit to the natural confequences of fuch a plan,

it mufl end in this, that all property, that is income, will be fwal-

lowed up by taxes; and thefe v/ill be transferred to the creditors,

the flate retaining the adminillration of the revenue.

VOL. II. M m m m. The
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The Hate,, in that cafe, will always confider tliofe who enjoy the

national income as the body of proprietors. This income will con-

tinue the fame, and the real proprietors will pay the taxes im-

pofed ; which may be mortgaged again to a new fet of men, who

will retain the denomination of creditors ; until by fwallowing up

the former, they flip into their places, and become the body of

proprietors in their turn, and thus perpetuate the circle.

Chap. IX. But as a thoufand accidents may put an end to public

credit, before fuch intricate revolutions can be accompliflied, the

Gonfequence mull be a bankruptcy. This may either happen by a.

deliberate a<5t of government, or from the natural confequences

proceeding from an over-ftretched credit,
-

I here endeavour to fliew, that it isimpofhble to form a fuppoiltion

of circumflances, in which a deliberate a6l of bankruptcy can be

a prudent meafure. The only end- that could be propofed to be

attained thereby, would be, to relieve thofe who are opprelTed by

taxes. But a fudden abolition of taxes would have the effedl of

ruining the landed intereft, as well as all the manufaduring claf-

fes. Sudden revolutions are conflantly pernicious ; and no revolu-

tion can be fo fudden as that of a bankruptcy. If fuch a revolu-

tion fhould happen, from circumfcances which can neither be

forefeen or prevented, the beft expedient would ftill be, to adhere,

as much as poffible, to the faith of public engagements ; becaufe

no expedient would be fo produdive of good confequences, in fuch

a-calamitous fuuation.

While the debts of a nation are due to its fubjecfls, and v/hile

there remains any balance due in favour of the nation, no increafe

of debts can necejfariiy bring on a bankruptcy. It is a contradition

to fuppofe that a nation can become bankrupt to itfelf. But when,

on the general Hate of payments between a nation and the world,

there is found an annual balance due, which cannot be compen-

fated either in the way of payment, or in the way of credit, then

indeed a bankruptcy becomes unavoidable.

I, Erom
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j

Fi'om this reafoning we may conclude, that the method of de-

termining the exad: extent of public credit, is to keep a watchful eye

upon the increafe Df debts due to foreigners, and to compare thefe

with the favourable balance upon the trade of the nation. When
thofe debts and this balance begin to draw near to an equality, if

part of the capital of thp public debts be not immediately paid off,

by an augmentation upon public contributions, the infallible con-

fequence will be a flate-bankruptcy.

Chap. X. The iirit requifite for contracting public debts, is to

ellabliih a fund for fulfilling public engagements. This procures

the confidence of the lender. The next is, to eftablifh an exten-

five plan of credit at home, which may be fuflicient at all times

to keep circulation full.

When, from the eifeds of borrowing, too great fums are, from

time to time, drawn out of circulation, the void muft fpeedily be

filled up. If this be neglcdoed, taxes will not be paid, as has been

often obferved : befides, if money be allowed to become too fcarce,

in proportion to the demand for it, interell will rife, and borrow-

ing will become proportionally more burdenfome to the flate in

general.

Foreign expence frequently drains the fund of circulation at

home : hence a multitude of inconveniences arife. To pre-

vent thefe, I fuggeft a new fcheme of borrowing, by opening

fubfcriptions in foreign countries where the interell is annually

to be paid. This being to be remitted by the country borrowing,

a fiatefman may, with the greater eafe, obviate the inconveniences

which might arife to circulation from fuch remittances.

In this chapter, I endeavour to prove by new arguments and

illuftrations, that national dillrefs is more owing to a fcanty eircu-

lation, than to circumfcribed property ; and a fiatefman who ne-

gledls to employ every method for keeping up the circulating equi-

valent within the flate he governs, to the full proportion of all the

ufes found foj; it, fails in the moll efTential requifite for promoting

M m m m 2 the-
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the profperity of his people, and the eftablifhment of his own
credit.

Having pointed out the methods of contrading debts, I proceed

to the method of paying them. This may be accomphflied in fix

different ways, by the help of a fmking fund ; which,

17710, May be appUed annually, to the difcharge of certain capi*

tals, at the option of the flate. Or,

'zdo, According to a certain rule, to determine the preference.

3,tio, By appropriating the fund, for the payment of a propor-

tional part of the whole outftanding capital. Or,

/[to, By reducing the intereft of the capitals. Or,

5/0, By converting the whole of the capitals into determinate

annuities, proportionate to the extent of the finking fund. Or,

6to, By the means of lotteries, where the flate may gain what

gamefters are willing to lofe.

I point out the advantages and inconveniences of every plan;

The firfl: five expedients are too plain to require a recapitulation.

The fixth amounts briefly to a fuppofltion, that the intereft of the

public debts is brought, by a proper chain of adminiflration, to a

lower rate than in any other part of Europe. In this fituation, acci-

dental circumftances MdTl occafion (as at prefent) fluctuations in

the price of the flocks. When they fall below par, let govern-

ment open fubfcriptions for lotteries, to be paid in flock at the

market price. Subfcriptions alfo might be opened, and the old

capitals might be received at the market price, and conftituted

a-new at the current intereft, with a fmall premium above the rate

at the time. By fuch means, the fum of the old capitals would be re-

duced, and a fmall benefit vv^ould accrue to the fubfcribers. Then,

upon the rife of the ftocks, the intereft on thefe fubfcriptions

might be reduced again ; from which a double benefit would re-

fuk ; the price of ftocks would be fupported on one hand, and ths;

capitals of the public debts would be reduced on the other.
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CHAP. XIV.

Recapitulation of the Fifth Book..

Of T'axes.

Introd. T TAVING already explained the effed of taxes upoK
X J. domeftic circulation ; it now remains to inveftigate

the principles by which they are to be impofed on their proper

objedls.

Chap. I. I divide taxes into proportional, which afFedl confump-

tion, or, more properly, what may be called expence ; cumulative,

which affecTt property ; and perfonal,^ which confifl in perfonal fer-

vice. Thefe I explain by giving examples of each.

Chap. II. Proportional taxes may be fo impofed as to afFedt

almofl every expence of living j and as all expence fliould arife

from income, not from ftock, the firft principle of taxation, is, to

confine all impolitions to income only : whatever afFeds a capital is

oppreffive and unjuft. But as in all expence there is alienation,

although in all alienation expence is not implied, the bell method

to avoid the miftake of taxing ftock inftead of income, is, to im-

pofe the tax in fuch a manner as to alFedl the confumers only ; in

which cafe, whoever buys to fell again will draw the tax com-

pletely back.

Chap. III. In this chapter, I fully explain the operation of draw-

ing back proportional taxes.

When the commodities charged with fuch taxes are either not

confumed by purchafers, or by the induftrious clafTes, they are

conllantly drawn back, except fo far as the confumption made by

the latter is an article of fuperfluity.

Hence I conclude, that the price of lahotu- is raifed by propor-

tional taxes, in proportion to induftry only, though the price of

the.
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the commodity taxed be raifed in proportion to the tax. Confequently,

the more taxes are found to increafe the price of labour, the more

we may conclude in favour of the induftry of the manufaduring

claiTes : and the more they bring into the exchequer, the more we
may conclude in favour of the eafe and opulence of thofe who con-

fume the obje6ts of fuch taxes.

Chap. IV. The proper objedl of cumulative taxes, is the large

poileffions of the higher clafTes of a people, which can bear a dimi-

nution in favour of the ftate, without danger of encroaching upon

their necelTary or eafy fubliftence. It is not fo when they are laid

upon the lower claffes ; becaufe thefe are either compofed of the

induftrious, or of beggars. The firft fliould be enabled to draw

back from the rich, what they advance for the public fervice. The

latter have nothing to give ; to tax them is but adding to their mi-

fery, without relieving the wants of the ftate.

The great advantages of proportional taxes over the cumulative,

may be reduced to three.

17110, The proportion between the tax and the objedl taxed is de_

terminate.

ado, The proportion may be known to every body.

^tio, The time of paying the tax is regular and gradual ; becaufe

in paying for the commodity you pay for the tax, and your liberty

in buying fuch commodities is unreftrained ; confequently, the

expence is fuppofed to be in proportion to what your income can

afford. Whereas in the cumulative taxes, it is, firft, hardly poffible

to preferve the proportion between the tax and the eafe of a per-

fon's circumllances. In the fecond place, it is impoffible for the

ftate to afcertain exactly that proportion. And in the laft place, the

demand for the tax is made at a time when people are often un-

prepared.

Chap, V. The principal inconveniences alleged againft propor-

tional taxes, are, i. That they raife prices : 2. Difcourage confump-

ition : and 3. That they are oppreflive and expenfive in the colledion.

Thefe



Chap. XIV. OF POLITICAL OECONOMY. 6^^

Thefe inconveniences are more apparent than real, as will appear

from what follows.

imo, A proportional tax, rightly impofed, and properly levied,

will undoubtedly raife the price of the objedls taxed ; but it will

only confequentially raife the price of the labour of the induftrious

man who pays it ; becaufe he will draw it back in proportion only

to his diligence and frugality.

The price of labour is regulated by demand, and is influenced only
by proportional taxes.

zdo, As to difcouraging confumption, if taxes raife prices, this

eircumftance proves the increafe of confumption; becaufe if con-

fumption w>ere to diminifh, taxes would not be paid, and prices

would fall of courfe, even to the detriment of the induftrious.

Thefe are always tlie confequences of proportional taxes, when,
wrong impofed.

2,tio, As to the expence and oppreffion in levying them, thefe'

inconveniences are, in a great meafure, in proportion to the difpo--

fition of the people to defraud the public : for when they are fairly

paid, and honeftly colledted, proportional taxes are little more ex-

penfive, and infinitely lefs oppreflive than any other. I conclude

my chapter by fame obfervations drawn from the pradice of dif-

ferent countries, which point out a method of avoiding both the

oppreffion and the expence of levying proportional taxes.

Chap. VI. All taxes are paid out of ihe circulating money of a'

country ; con fequently,. they cannot exceed a certain proportion of

that fum. It is not, therefore, from the value of the property, or

the quantity of confumption, that any one can form a guefs of the

probable amount of taxes, fo m.uch as from the eafy and expedi-

tious circulation, which facilitates alienation and fale.

Were taxes, indeed, paid in kind, they might bear a proportion tO'

fruits and labour; but then they would diminifh the fund of fub-

liflence : whereas they now draw a Ihare of that quan.'ity of money
which circulates through the hands of every individual.

Tlie-
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The great difference between cumulative and proportional taxes,

confiils in this. That in the firil, he who pays them cannot draw

them back in proportion to his induftry ; in the laft, he may : but

fo far as any one of an induftrious clafs proves idle or extravagant,

every proportional tax will affe6l his daily profits, as every cumu-

lative tax will affedl the income of a fund already acquired. This

dedu6lion of principles is of great ufe in impofing taxes ; becaufe

it points out the method of giving to many cumulative taxes

ufuaily impofed on the lower clafles, all the advantages of thofe of

the proportional kind.

Chap. VII. Taxes ought to be impofed for the benefit of the

public, not of private people: and while that obje6t is fulfilled,

taxes are beneficial in every refpedl. When they are properly

levied, they only abridge unnecefTary private expence : when they

are properly applied by the flate, they advance improvement every

where -, and thofe who have fortunes already acquired, will be

brought to contribute to the eafe of the lower clafTes.

Thus by the help of cumulative and proportional taxes, rightly

impofed, and rightly expended, circulation is greatly increafed

;

induflry is advanced ; the public good is augmented, not dimi-

nifhed ; and the burden of payments becomes fo equally propor-

tioned, as not to be felt in any degree fufiicient to overbalance the

advantages refulting from the general fyflem.

Chap. VIII. Having faid that cumulative taxes afFe6t the income

of funds already acquired, I obferve, that this income proceeds

from moveable or immoveable property. The firft of which will

conftantly avoid the grafp of every flatefman who attempts to lay

a tax upon it. Cumulative taxes, therefore, if carried to their ut-

mofl extent, may abforb the whole income of hnmoveabk property ;

but of that only.

Proportional taxes, again, have been faid to afFefl the fuperfluity

of thofe who confum.e the objects of them ; confequently, if every

thing which is confumed were firft to fuffer an alienation for mo-

jigy, a proportional tax might be impofed upon it.

The
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The method, therefore, of carrying proportional taxes to their

utmoil extent, is, to draw to market every thing confumable ; and

infenfibly to raife the tax upon it, fo high as to abforb, as much as

poiTible, tlje whole fuperfluity of the confumers.

Taxes being carried to that height, the flate will become pro-

prietors of the whole income of the immoveable funds, and the

indullrious clafles alone will augment their wealth, in proportion

to their frugality.

From this general principle it appears, that for the eftablilliment

of proportional taxes, confumption is requilite, together with alie-

nation; confequently, where alienation takes place without con-

fumption, as in the fale of lands, and other immoveable fubjeds, a

proportional tax cannot be, properly, impofed. And alfo where con-

fumption takes place without alienation, as when the fruits of the

earth are confumed by thofe who raife them, proportional taxes

cannot, with any propriety, be levied. Farther,

As taxes do not bear a proportion to eifedls, but to circulation, it

follows, that they can only be raifed, properly, upon alienation by

fale. Many examples however may be found of proportional taxes,

impofed in different countries, where neither fale or even aliena-

tion takes place. Thefe I obferve to be the worft kind of propor-

tional taxes, and the mofl oppreffive to thofe who pay them.

From the principle that taxes are in proportion to circulation, and

not in proportion to confumption, we difcover the reafon why of

old they were fo difficult to be raifed. Confumption then went on
as now, in many refpedts, in proportion to the number of inhabi-

tants ; but circulation, that is, alienation by fale, bore no propor-

tion to it.

The efFe6l of every increafe in circulation is to fwell the amount
of taxes ; and when they are extenfively impofed in a country of

induftry, the v/hole currency is thereby made to flow through the

coffers of the public, as the blood of the human body flows through

the heart, and is by that diflufed through every member.

VOL. II. N n n n Chap.
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Chap. IX. I next examine the confequences of a total abolition

of taxes, the better to difcover the effe(5ts which fuch an alteration

would produce, firft, upon the profperity of the whole community ;

and next, upon that of the principal clafles of inhabitants, which

compofe it. Thefe I reduce to three.

imo, Thofe who adminiiler gOTernment, and who are main-

tained from the amount of taxes.

An abolition of them, with refped to this numerous clafs, would

draw confequences along with it, diredly dellru6live to their inte-

reft ; and, confequently, prejudicial to that of all the induftrious

clafles who fupply their confuraption.

7.do, With refped to the fecond clafs, which I fuppofe to be com^-

pofed of the induftrious part of the people, I obferve, that an

abolition of taxes mull proportionally imply a diminution of cir-

culation ; this would produce a proportional diminution upon

alienation ; confequently, would interrupt the induftry of many,

and thereby throw them into a hurtful competition among, them-

felves for fubfillence. And as it has been proved, that the indullrious

claffes pay no taxes, as matters Hand, providing they be diligent

and frugal, they confequently would gain nothing, and mufb lofe

a great deal by the abolition of them.

^tio, In the third clafs I comprehend thofe whom we have hitherto

confidered as the opulent and idle confumers. Of this category the

proprietors of land form a confiderable branch. They, we have

faid, draw back no part, either of the cumulative or proportional

taxes, which afFed them ; but although they be deprived of that

immediate indemnification, competent to the induftrious, they

reap, in another way, advantages which more than compehfate all

the burden laid upon them. Thefe proceed from the confequences

of that fpirit of induftry which is difFufed over the whole people

;

in confequence of which, their lands are improved, the produce of

them is readily difpofed of, and what proves fuperfluous for do-

mefti^ confumption meets with a ready market abroad, and thereby

fapports the value of ail productions within the country.

-Jt
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It may be aflced, then, where the burden of taxes falls, fince

evfry clafs of inhabitants feems to gain fome advantage by them ?

I anfwer, that they imply no bm-den when rightly impofed. The
augmentation of induftry, in confequence of the increafe of circu-

lation, provides a fund of well employed time, which, converted

into money, is more than fufficient to pay all the taxes not imme-
diately affeding the income of folid property 5 and the conftant

improvement of this, in confequence of the former, is more than

fufficient to indemnify the land-proprietors.

Taxes, in this light, refemble the expencc laid out upon new
eftablifhments for improvement ; becaufe in their confequences

they augment the profperity and eafe of the whole people, not by
being levied, but by being properly applied, as is farther explained

in the next chapter.

Chap. X. Here I examine whether taxes be a fpur to induftry, as

fome pretend.

The doubt concerning this point has arifen from what daily ex-

perience has fhewn, that nations become induftrious in propor-

tion to the taxes they pay. It is not very evident, that the payment

of a tax by any perfon fliould enable him to difcharge it with more
facility, unlefs it be from the profit he reaps in drawing it back
from others, with an additional profit to himfelf. But it is pal-

pable that the amount of taxes being properly expended by a ftate,

will increafe circulation, and give frefh encouragements to induflry

of every kind.

I clofe this chapter with a fhort reprefentation of the nature of

ancient and modern circulation, accompanied with obfervations

upon their refpe6live effedls in rendring mankind induftrious.

Chap. XI. Of all cumulative taxes, that laid upon land-property

produces the greatefl amount, with the leafc oppreffion to the con-

tributors. This leads me into a particular inquiry into the nature

of the land-tax, as it is eilablifhed in Great Britain, and in France.

' To render a land-tax equal and eafily born, the impofition ought

to be preceeded by a fair valuation pf every article of revenue

N n n n a intended
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intended to be taxed, and no other income but that proceeding from

an immoveable fund of property, ought to be affecfled by it. Fipm

this I am led to difapprove of the method of affelTment eflabliflied

in England by the land-tax ; and alfo of blending a tax upon folid

property, v;ith an equal impofition upon perfonal eftates, which we

have fliewn to be of a nature incompatible with cumulative taxation.

The defeds of this kind of impofition in France (where it is called

the tailk) are different. There the rents of lands, which are the

proper obje6t of every land-tax, are frequently withdrawn from

under the influence of it, in confequence of the privileges enjoyed

by the higher claffes, which are exempted from the taUIe. The con-

fequence is, that the French land-tax falls upon that part of the

lower claffes who are employed in the cultivation of the foil. From

this proceeds a double inconvenience.

If thofe who cultivate are proprietors, their portions are, com-

monly, very fmall, and a land-tax which would be light to a con-

fiderable proprietor, is quite intolerable to thofe who draw little

more from their pordon than what is neceffary for their own fub-

iiftence. If thofe who cultivate are lelTees to the more confiderable

proprietors, the burden falls upon them independently of the land-.

rent, which ought naturally to bear it.

As a proof that this is a true reprefentation of the matter, I re-

view the Marechal de Vauban's fcheme for new modelling th^

fyflem of French taxation: and from the intolerable oppreflion

which would follow the execution of it, we may judge of the pre-

fent flate of taxes in a nation where that fcheme v/as intended as a

confiderable alleviation of their burden.

Nothing but the eftablifliment of induftry and extenfive credit,

with a fubftitution of proportional taxes, inftead of the many cumu-

lative ones, impofed on the lower claffes in France, can ever pro-

duce a facility in paying the confiderable impofitions laid upon that

nation.

Chap. XII. The moft proper method of impofmg a land-tax is,

without doubt, to confine "the impofition to the rent of lands only,

and
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and to lay it on in proportion to them. But how is it to be expe(5led

;

that ever fuch a plan can take place in a nation where the pro-

prietors of land govern th^ ilate ? In France, the power of the King
has never been able to eftablifli a tax upon the rent of lands, for

any longer duration than that of a foreign war. In a neighbouring

nation, it has now been eflabliflied for the greateil part of a cen-

tury. Were it there to become perpetual, it might be converted

into a new domain, or it might prove a fund for difcharging, at

once, a very great part of the national debt*

When taxes are impofed, it is of great confequence to eftablifh

a right adrniniftration of them. The ealieft method for a Hate, is >

to give them in farm ; and this was the general pra6lice every

where, on the firll eftablifliment of taxes. But here no general

rule can be laid down.

Cumulative taxes are better adminiflred by commiffioners, than ^

let out in farm. The operation of levying them is fimple; but

when they are farmed, the lower clafles of the people are apt to

be oppreiTed. When farms are properly eltabliflied, an open ma-
nagement of them is abfolutely requiiite : from this new improve-

ments naturally arife, which give to the farm almoft every advan-

tage of the management by commiffioners. This improvement

is, to divide the profits upon the farm between the Hate and rhe :

farmers : a plan put in execution in France not many years ago.

No queftion whatever appears more difficult to refolve, than that

of afcertaining the fund out of which taxes ought to be paid.

Through the whole courfe of this inquiry, I have endeavoured to -

fhew, that the real fund of taxes is the money circulating among
,

the inhabitants, either in confequence of fale, or of payments. In

order to expofe this queftion in a new light, I have commented ,

upon two paflages of Davenant, where he eflimates tliis fimd from .

the quantity of national confumption.

From this he is led to compute the yearly taxable expence of

every m.an in England at 8 /. llerling; when perhaps the circula-

tion of money through the hands of many may not be twenty fliil-

lings: ;
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lings : whereas, according to my theory, it is thefe twenty fhiUings

only that can be laid under any taxation whatever.

I thought this method of comparing the refult of Davenant's

reafoning with mine, might better ferve to fupport the latter than

any other I could contrive.

The lall queilion propofed in this chapter is no more than a hint

to fhew, that a proportional tax, laid upon meat and drink, is the

moft proper equivalent for a land-tax ; becaufe thofe who purchafe

their fubfiftence with money are, according to the principles of the

firft book, thofe who confume that part of the fruits of the earth

which is equivalent to the land rent. If this be arbitrarily laid

tuider an impofition, by a pound rate, or otherwife, the proper

drawback, if any be allowed, fhould be from a tax laid upon thofe

who confume that part of the earth's produce which belongs to

the landlords.

I have now concluded this inquiry, according to the plan I at

firft propofed. It is the fruit of eighteen years clofe, though agree-

able application j interrupted only by many intervals of bad health,

and many ftrokes of adverfe fortune.

It never was, till lately, my intention to offer to the public,

during my life, what I had compofed purely for my own inftruc-

tion and amufement. But upon comparing my fentiments in fe-

veral points with thofe of the generality of my friends, they have

been found fo widely different, that I was thought in duty bound

to my country, to fubmit them to the criticifm of the public.

To this I have the more willingly fubmitted, as I thereby fliall

purfue my firft intention in taking my pen ; which was, to clear

up my ideas on this fubjed:. And fmce I can now draw no farther

knowlege from my own inquiries, I muft expeft it from the criti-

cifms of thofe who may think it worth their while to animadvert

upon my notions.

FINIS.



TABLE OF COINS,
Shewing the Quantity of Fine Metal contained in them.

The number of grains of fine metal in every coin is fought for in the regulations of the mint of the country where it is coined, and is exprelTed in the grains

in ufe in that mint : from that weight it is converted into thofe of other countries, according to the following proportions

:

3840 Troy-grains, 4676,35 Paris-grains, 5192.8 Holland-aces or grains, and 4649.06 Colonia-grains, are fuppofed to 1

the tab!',' are converted according to thofe proportions.

equal weights ; and the coins ia

Table of Coins, reduced to Grains of fine Metal, according to the Troy,

Paris, Colonia, and Holland-weights.

f t A Guinea by ftatute

2 A Crown by ftatute

3 A Shilling by ftatute

4 A Silver Pound fterling by ftatute 1 601

5 A Gold Pound fterling by ftatute 1728

6 A Silver Pound fterling in currency = ?;

7 A Silver Pound fterl. at the proportion of _
8 A Gold Pound fterling at the fame proportion of i to 14 -I

9 A Pound fterling at the mean proportion in gold and in fil

10 A Shilling current = Jy of a pound troy

11 A Guinea in filver, or 21 ftiillings ftandard weight

b. troy

lid to filver as i to 14

12 A Guinea at the proportion of 1 to 14 ;, worth in filver

_I3 A Pound troy, or 12 ounces Engliih weight

'

C 1 A Louis d'or - „ . '.

-.; I 2 A Crown of fix livres ^ . .

•| 3 A Crown of three ditto .. .

J 4 A Livre - - - i

.g
j 5

A Louis d'or, or 24 livres in filver - i

£ I 6 A Marc of Paris weight, fine gold or filver
'-

(£
I 7 A Marc of gold coin efFe£live weight, in fine

-'

L 8 A Marc of filver coin efl'efliva weight, in fine

. r ' A Carolin legal weight . ~

,S
I

2 A Ducat of the Empire ditto

^j I 3 A Florin of Convention . . -

c < 4 A Dollar of Convention

1 I 5 A Dollar of Exchange, the Carolin =. 9 fior. 42 kreutzers

S 1 6 A Florin current := Vt of a Carolin

^
I. 7 A Carolin in Silver at the proportion of i to 14 j

1 A Dutch Ducat
2 A Florin in filvei

Troy.

118.651

113.

1.8.4

115.769

5760.

113.27

144.46

137.61

137.61

144.18
140.98

7019.2

•37-94

3783'87

3398.3

115.45

52.8

4608.

4138.5

140.6

64'37

17.85

10.54

51.76

143.6;

136.8

.'36.8

143-34
140.16

6973-S

37-13

45S1.1

4114.3

139.78

64.

160.45

152.8

[56.55

7789.2

'53-17

21.6.5

12.77

62.67

5116.9

4593-4

156.12

71.48

24.14
14.26

429.68

85-935
718.7

.639.38

.638.5

718.7
678.6

81.961

804.6

720.4

409.94
204.97

68.34

1639.7

3783-87

340Z-3

'79-73
269.59

.674.

523.2

104.65
Z093.

1996.4

995-3
2093.

204 1..

2

9>8
97.6

2095..

499.22
249.61

83.23

996.9

218.87

328.31

203S.6

1S0.3

Colonia.





N D E X.

N, B. For the analyfis of the fubjefl, fee the Table of Contents prefixed to each volume.

AGRICULTURE, the moft eflenfial

requifite for population. Vol. I. p. 21.

25. The extenfion of, how to be regulated,

id. 28. When it may be faid to be carried

to its utmoft extent, zW. 82. The difference

between, when exercifed as a trade, and when
as the dire<3 means of fubfiftence, id. 88. Re-

marks on the flate of, in Spain, id. 89. In Ger-

many, id. gr. In England and France, id.

102. In Scotland, id. 103. Whether the

efficient caufe of the multiplication of man-
kind, or their multiplication of agriculture,

id. 114. What fpecies of, moft advanta-

geous to modern fociety, id. 127. The na-

tural diftribution of, id. 139.

Jgio of the bank of Amjlerdam, explained, II.

296.
Aides in the French taxes, explained, II. 502. n.

America, the alterations in the modes of go-

vernment in Europe, occafioned by the dif-

covery of, I. 10. 51.

Amjlerdam, remarks relative to the bank of, II.

56. Original intention of the bank there,

id. 292. Principles of circulation through

it, id. 298. Its credit compared with the

bank of England, id. 308. Dangers to

which it is liable, id. ib.

Animalfood, detrimental to population, I. 117.

^«/;flfl/f, their numbers in ail countries propor-

tioned to the quantity of food produced for

them, J. 18. This propofition illuftrated in

mankind, id. 19. 113.

Anne, Queen, ftate of the revenue of England

at her acceffion, 11. 381.

Antient:, their fimplicity of manners, how com-

patible with a great multiplication, I. 152.

A' biirary pouer, its influence on trade, I. 244.

Army, regular, the neccflity of, in an induf-

trious Itate, argued, I. 1.?^.

Army, how to raife a fupply of men for, with-

out having recouife to the hiring foreign

troop', I. 450.

5

Athenians, Xenophon's plan for the proper em--

ployment of, I. 460.

Athens, furprizing quick reduction of its wealth,

I. 438.

B.
Balance between nations, the nature of, in a

commercial view, explained, II. 334. Hints

for the payment of, without the intervention

of coin or bullion, id. 344.
Balance of power, the nature of, inquired into,

I. 448.
Balance of trade, what, II. 21. Reflexions

relating to, I. 416. Whether any judgment

can be formed concerning it, barely from the

quantity of fpecie found in a nation, I. 429.

Whether the ftate of fpecie furnifhes any rule

to judge of it, id. 435. A wrong one raifes

the price of bullion to the value of coin, II.

5. Between England and France, the, flate

of, how to be difcovered, id. 18. How the

payment of a wrong one afTedis circulation, id.

169.

Bank, whether landed men might not as well

iflue their own notes on their landed fecurity,.

as apply there, II. 131.

Banks, the two general clafTcs of, II. 146. Of
circulation, what, id. 150. How a good

one may be obliged to fiop payment, id. 152.

On what the folidity of it depends, id. 153.

On what kind of credit fuch banks ought to

if?je their notes, id. ib. How their obliga-

tion to pay in coin arofe, and the confequen-

ces of that obligation, id. 157. How af-

fetSled by a wrong balance of trade, id. i6r.

How a grand balance may be paid by, with-

out the afTiftance of coin, id. 162. Kow
hurt by lea\ing the payment of a wrong ba-

lance to exchangers, id. 165. Upon what

principles they ought to borrow abroad, and

give credit at home, id. 178. Of Edin-

burgh, hints for the advantage of, id. 187.

How they may be ena.-led to difcharge notes

on demand, id. 200, 213. Subaltern, and

their
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• their competition with each other, II. 202.

National, necefiary regulations for, propofed,

IT. 205. When, and in what cafe, they

fhall be obliged to keep open booics, id.

208. Whether it is their intereft to grant

credit and ca£h accounts to exchangers and

others, and to maiie a trade of fending the

coin out of the country, id. 211. How
by the return of a favourable balance, the

debts of foreignerj may be paid ofF, and the

nation delivered from that burden, id. 218.

Dangerous to an idle nation, id. 232. Of
the lirft eftablilbment of that of Mr. Law,
id. 235. The Royal Miffifippi, id. 243.

Bank of Jmjlerdam, original intention of, II.

.292. The principle of its circulation of coin

explained, id. 298.

Bank of England, the intereft of, examined, I.

629. State of, II. 158. Its fituation in the

year 1745, /ii'. 176. Its principal operations

traced, id. 220. Its circulation with the ex-

chequer explained, II. 225. Hints for the

advantage of, propofed, id. 229. How the

paper of, tends to fupply circulation, id. 233.

Its credit compared with that of the bank of

Atnfterdam, id. 308.

Banks f dcpoftt and transfr, II. 291.

Bank notes, the nature of, explained, If. 151.

Of the optional claufes contained in, id. 195.

Bankers and exchangers, fubaltern ones, the ufe

of, 11. 154.

.Banking, that branch of credit beft deferving the

attention of a ftatefman, II. 149. The na-

ture of, in Scotland, id. 15.5.

Bankruptcies, national, how occafioned, II. 456.
The natural confequences of, traced, id. 457.
As fuppofed to take place by a concerted ail

of power, id. 458. The fuppofition of a

nation becoming bankrupt to itfelf inconfif-

tent, id. 462.
Barter, the fiift fpecies of trade, I. 175.

Beer, remarks on the late additional duiy on.

If. 512.

Belloni, Mr. miftakes of, pointed out, with re-

fpett to eftimating the exportation of commo-
dities of a particular country, by the ijuantity

of money found in it, I. 430.
Bills of mortality, plan for the improvement of,

I. 72.

Birmingham, no filver coin counterfeited there,

II. 99. note.

Brakenridge, Dr. his account of the ftate of po-

pulation in Great Britain, i. 95. Re.iiarks

on, id. 97.
Bread, the price of, how limited in the greateft

famine, I. 397.
Britain, Great, remarks on the fiare of popu-

laiion in, I. 95. By what means her credit

;is fupportcd, ji. 107. ihort flateof its pre-

6

fent taxes, debts, and funds, id. 398. Com-
pari'i with tbofe of France, id. 4-8.

Bt'JlJo-':, liow :^c oiiee of, ia regulated, I. 564.
jl. 20, ':'^'i>y dearer in England than in

France, id. 14. The advantages of this to

Frnnce, :d. ih. Brought to the mint, when
trade is favourable, id. 35. The caufes of

its rife and fall in the Englifti market ex-

plained, II, 332.
Buyers and fellers, the intereft of, examined, I.

628.

C.

Canada, the principles of the European trade

to, inquired into, I. 186.

CantiUon, Mr. his remark on the courfe of ex-

change between London and Paris, II. 17.

Capet, Hugh, the nature of his jurifdiffion com-
pared with that of a king of Poland, I. 240.

Charity, modern, (hewn to be impolitic, I. 467.
Child, remarks on that pofition of his, that the

legiflature can keep down the rate of intereft

to the level moft advantageous for trade, II.

122.

Circulation, in a political fenfe, explained, I.

374. lUuftrated by a party at quadrille, id.

375. How to be excited, id. 378. lUuf-

trated, id. 385. When it fliould be checked,

id. 384. Foreign and domeftic, to be dif-

tinguifhed, id. 389. How afFe<51ed by the

payment of a wrong balance of trade, II. 1 70.

Comparative inquiry into the ftate of, among
•the ancients and moderns, II. 558.

Cities, the growth of, accounted for, I. 48.

Defcribed as under a feudal government, id.

5 I . In what refpeiSs advantageous to a coun-
try, id. 55. See Corporations.

Clafcs of mankind, the advantages of calcula-

tions and bills of mortality diftinguifliing

them, I. 72.

Coin, new regulations for, propofed, L 634.
The term defined. If. 46. What the beft

form to be given to it, id. 67. Difference

between, and medals, id. 67. Gold, filver,

, and copper, remarks on, id. 68. Never
found to exceed the ufes of circulation, id.

1 1 2. How the obligation of banks to pay irr,

arofe, and the confequences of that obliga-

tion, id. 157. Fiench, account of its vari-

ation about the time of the death of Louis

XIV. id. 236. See Momy.
Coinage, duty on, II. 2. Its firft introduflion

muil reduce the prices of commodities, id.

3. Confequences of the excluhve privilege

of, id. 4. The price of, in France, id. 17.

How the paying for, affefls the profits on
goods exported, id. 26. How it affeifls the

profits on goods imported, /J. 28. How it

influences the prices of inland commodities,

id. 2h
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ir. 33. Experiment in, propored, id. 39.
How the impofition of, will affe<9; the credi-

tors of Great Britain, id. 53. Ho«' it advances
the credit of France, id. 54. Whether the

impofition of, in England, would not fre-

quently flop the mint, id- 57. When ad-

vifeable to impofe a duty on, id. 29. How
impofed, id. 30. By authority, id. 31. By
confent, id. ib. The confequences, id. ib.

id. 34.
Colbert, Mr. remarks on, I. 67.
Ca?nmerce, an examination of the various prin-

ciples by which it is regulated, I. 191.
Commoditie!, in trade, what confiderations enter

into the fixing prices on them, 1. 182. Con-
fumable, diffinguifhed from permanent pro-

perty, id. 361. By what the prices of them
are regulated, id. 528.

Companies, mercantile, an inquiry into the ad-

vantages and difadvantages of, I. 471.
Competition, its effed on trade, I. 196. Three

queftions relative to, id. 200. Among na-

tions, its operation, id. 232. Among work-
men, the nature of, examined, id. 3171

Conquerors, why the government of, heavy to

be borne, I. 10.

Confumers and producers, their relation to each

other, and the political balance betweenj con-
fidered, I, 264.

Confumption of produSiions oftheearih, the quef-

tion whether a frugal or prodigal one, be for

the advantage of population, argued, I. 141.
Corn, difference between the price of it being

lowered by plenty, and by importation, 1.

292. Expedient propofed to affifl a people

during a fcarcity of, id. 294.
dm trade, general reflexions on, I. 214. On

exportation and importation of, id. 230.
Corporations, reflexions on, I. 331. Whether,

checks upon induflry, id. 332. Regulations

of German ones, id. 333.
Ccrficans, the real ftate of their contcft with

Genoa, I. 419.
Corvee, in the French revenue, what, II.

485. n.

Country, the love of, in individuals, how to be

unaerflood, I. 164.

Courage, where likely and where unlikely to be

found, I. 452.
Cr-dit, a definition of, II. 105. "Why feldom

found perfeftly folid, under a pure monarchy,

id. 106. Why that of France is fo fluiiuat-

ing, id. 106. Why thdt of Great Britain fo

well eftabliftied, id. 107. Not yet fixed

upon true principles, id. 130. The various

kinds of, id. 141. Their charaileiiftic dif-
'

ferences, /V/. 143. The nature of, examined

into, I. 365. Its commercial advanlai'cs,

VOL. II.

id. 366. Public, how the inte-nal balance

of wealth is ailecred by it, id. 370,

Credit, p'jblic, brief fketch of the birth and pro-

grefs of, I. 208. The utmofl extent of,

how to be determined, II. 463. The rife

and fail of, explained, id. 351. Of antici-

pations, or borrowing money upon affign-

ments of taxes, for the difcharge of principal

and interefl, id. 354. Of France, Irate of,

before the death of Louis XLV. id. 367.
A comparifon between that of France and

England, in the times of Richlieu and Dave-
nant, id. "yn Of Great Britain, the pre-

fent ftate of, id. 380.
Credit, private, the fubdivifrons of, H. 144.

How to carry, to its greatefl extent, id. 145,
Credt, debts and taxes, confequences of the

change produced in the policy of induftrious

trading flates, by the eftablifhment of, II. 441.
Creditors, the interell of, always the predomi-

nant, and what determines the intereft of a

nation, I. 611. Public, the intereft of,

examined, id. 625.
Cumulative tax, the term defined, II. 500. See

"lax.

Crop, plentiful, of Grain in England, inquiry

what proportion it bears to the annual con-

fumption, I. 109. Difference between a

reputed good and bad one, id. ill.

D.
Daih-nant, Dr. his correftion of Sir William

Pctty's computations, L 42. His fcheme for

land and poll taxes to raife the government
fupplies, inquiry into the expediency of, I'.

362. His reafons for recommending the

farming of taxes, id. 581.

Debts, public, the various confequences of, IF.

348. The methods of contrafling and pay-

ing off, /.'/. 465. The tv/o dalles of, id.

473. The confequetice which would refu't

from an immediate difcharge of them, id.

4jii.. Of England, at the peace of Ryfwick,
what, id. 360. Progrefs cf, traced, id.

381.
Demand, a definition of that word, in a com-

mercial view, I. 172. High, and great,

diflinguiflied, id. 188. Diftinguifiied from
competition, id. 197, 487. The different

acceptations of that Vv'ord enumerated, id. 484.
Dtmand and work, an inquiry ir.to the caufes

which influence an alteration of the balance

betwtrn, I. 217. Tlic du y cif a flatcfmaii

to ailill and permit gentle vibrations between,

id. 229.

Dc7n:cra,y. hnw it differs from monarchy, I.

242. How they affcdl trade relptiitively, id.

243-
C3 Depfn,
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Depend/ince, in fociety, three kinds of, difliii-

guilhecl. I, 7.38. On courts, the principles

on v.'hich it fubfifts, analizcd, uf. 357.

r>e'o-l ilon, the moilcffccEliMl ciufes of, f. 108.

Dif.rthn, among (oiiiiers, the CduCe of, pointed

out, I. I 36.

r>'i>eafes, pclitira!, certain {it^n of, I. 6g.

DjJipaUon^ the benefits of, to indtiftry, I. 367.

Di.'c^i's, examination of the new regulation of,

in Holland. I. 612.

Dutoi, M. his fentiments on paper credit with

reference to the afrairs of France, II. 241,

_ 245.

]l'.!'':hm-gh, hints for the improvement of the

banks'' there, II. 187.

E.oland, the idlenefs and luxury of manufac-

turers, of more prejudice to its foreign trade,

than the high taxes, If. 504.

Epolai:d or France, which the moft populous,

f. 102.

Equal ty of fojf'jfions in a /late, the confequences

of, examined into, I. 367.

EJlale, the difference between one near the me-

tropolis, and one in a remote province, I. 55.

Evil, no fuch thing in the univerfe, I. 482. n.

Europe, the great revolution in the political

fyflem of, and the caufe to which it is owing,

1. 10.

Exccfi, import of that term, I. 308. Diflin-

guifhed from fenfuality and luxury, 311.

Exchange, the beft meafure for valuing cur-

rency, 1. 570. How the coarfe of it is re-

gulated, II. 13, ai. Whether the lofs which

the courfe of it marks on the trade of Great

Britain with France, be real or apparent, id.

25. The fiift principles of, /^. 310. The
difficulties which occur in paying ba'ances, id.

315, How thefe payments are effected, id,

3^2. The operations of, between London

and Paris, id. 335.
Exchequer, its circulation with the bank, ex-

plained, II. 225.

Excife, the accounts of, how fettled between

the exchequer and the bank, II. 226. When
it firft took place, id. 362. Its efFeds at that

time, id. ib. In what the oppreffion of levy-

ing confifts, id. 511. Defea of, and the ill

effcds arifing, id. 512. Hints for remedying,

id. 515. .

Expence, the word defined, and the fenfes in

which it is ufed, diftinguifhed, I. 205.

Exportation, the proper means of encouraging,

I. 283. Refledlions on premiums for, id.

297. What the moll profitable branches of,

id. 341. The proper conduft when that of a

nation is reduced to the articles of natural

produce, /V. 343. Why thcfe maniifiiaurers

who vvoik for, the p(;orefl- of thofc in a ftafe,

11.10. 'I heory of the prices on articles of,

iJ. 11.

Fall of men, confequences of, flievi'n, I. 455.
n, Conclufions drawn, on the fuppofition

that it had not taken p'ace, id. ib.

Feudal fyjlein of goi'er'.?ricnt, hov/ departed
from in the prefent forms, I. 10. Why taxes

fo little found under, id. 50X. Subordination
of the different ranks under, how founded, id.

240. Its influence on trade, id. 245.
Feu'icd government!, three remarkable ftages,

through which they have changed to the pre-
fcnt forms, I. 356. • •

Fijheries, hints for the proper eftablifliment of,

I. 480.
Fieuri, Cardinal, his experiment to fix the par

of exchange, II. 340.
Foreign tn'mfters, political hint, as to their ac-

commodations in the countries where they
are fent to refide, I. 420.

ForeJlaUing, why a crime, I, 200.
Forjls, whether extended by an increafe in the

confumption of firewood, I. 145.
Fcundling hofpitals recommended, I. 75.
Foundlings, opportunity for providing for, point-

ed out, I. 287.
Fouragc, in the French taxes, what. If. 496. n,

France, refiedions on the flate of agriculture in,

I. 141. The progrefs of luxury in, compa-
tible with the profperity of her foreign trade,

ib. 288. The principle on which the laifmg
and finking of the numerary value of the

coin there in former times is accounted for,

ib. 612. The policy of, with regard to its

coin, why not eafily undcrftood. If. 32. Re--

niarks on the currency of its ccin, id. 58.
Regulations of, with regaid to coin, bullion,

and plate, id. 70. Price of coinage there

upon filver, id. 71. Ditto upon gold, id. 72.
Proportion between a French grain weight to

a grain troy, 'id. 73. Proportion between
the louis and the guinea, id. 74. Advantages
of the French regulations, id. 75. Hicrh

price of bullion at Paris in 1760, id. '6.

Prefent flate of the wearing of the French
filver coin, id, 77. Fluiiuaiions of credit

in, id. io6. Chronological anecdotes of
banking there, id. 250, How its credit was
deftroyed in 1720, id. 284. How a bank
may even now be fafely efiahlilhed there, id.

289. Stare of their debts, funds, and appio-
priations, at the peace of 1763, id. 403.
Extent of annual fupplies of, from 1756 to

3762, id, 420. Courts of jultice in, how
rendered
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rendered oppreffive, .v/. 432. ^;ethod of le-

vying the taxes in, id. 437. The nature of

ihe taxes impofed there, explained, id. 496,

501.

France and England^ which the moft populou?,

I. 102.

Freeg\hiu\ France, as impofed in 1759, II.

419. n.

Freedom oi z people, in v;hat it confifts, I. 237.

/jT/^a/Z/V, the proper means of preventing the

ill efreiis of, when it takes piace in a luxuri-

ous itate, I. 28 1.

Fund, finking, the firll foundation of, II, 3S5.

GaheV.e, in the French taxes, explained, II.

501, n.

Garden-, kitchen, why mofl frequently founo in

the rtigiibourhood of ciiies, J. 139.

Gee., Mr. remarks on his obfervations on the

balance of the Englifn trade, I. 431.

Germany, Remarks on the {late of agriculture

in, 1. 91,

Governing, in what the art of, confifls, I. 12.

Government, the republican form of, mofl fa-

vourable to trsjde and iiiduflry, I. 242.

Grain, inquiry into what proportion a plentiful

cropof, in England, bears to the cunent an-

nual confumption, I. 1C9. Inquiry into the

difference between a plentiful year and a year

offcarci;y, id. 113. The price of, regulated

by the abilities of the lowcft clafs of people

to purchafe if, id. 401. The good efFtQs

which would refu't from preferving the price

at fome uniform ftandard, II. fs^.

Cteecc, antient, remark on the dilpropo'^tion be-

tween the prices of neceffariej, and elegances

in, I. 403. Accounted for, id. 439. Its

treafures fuppofed equal to the mines of the

new world, id. 437.

Guinea and lou's, proportion between, II. 74.

Guineas, an examination into the confequences

of bringing down their currency to twenty

fliillings, I. 583.

H.
Harris, examination of a paflage in, concern-

ing coin, I. 609.

HebtS: their cruel treatment under the Spartan

government, 1. 254.

HehryVU.. wi(e regulation of, for the preferva-

tionof buiiion; II 327.

Holland, the ^ rinc' .es of its conflitution in-

quired into, I. 214. Regu'aions obfervcd

in, wi(h regaid to coin and bullion, il ?8.

Regu ations of thcD.tch mii t, id 79. How
they ieck'.i. iheir (liver ftandard, /(^. zA. Mint

price of fine liiver, iu. 80. Price of coinage

there, id. ib. Of the Dutch gold coinf, id. !/>.

Mint price of fine Guld, id. 81. Price of
coinaoe upon ducats, id. ^2^ 'I he rider, id.

ib. Utility of not fixing the denomination of

ducats, z'//. 8 5. How to find the proporticii

of the metdls in the coin of Hul and, and a

wondeiful phasnomenon in the value of du-
ca-s, /'/. 84. Quantity of fine filver in a flo-

rin piece, id 85. t^antiiy of fine gold in

a florin of riders, id. ib. Invefligation of the

proportion as to the ducat, id. ib. Propor-

tion between the mint weight? of Kolai-.d,

England, France, and Germany, / ,'. 87.

D. fctits of the filver currency of Holland, id.

91. Frauds of money-jobbers there, /V/. 94.
Keafon of the apparent fcarcity of fi ver coin

tiiere, id. 96. The great multiplication of

taxes there, id. 529.
Flarje:, whether the keeping a fuperHuous num-

ber in large cities, a public diiadvaniage, I.

^45-

Hume, Mr. examination of his doftrine con-

cerning the influence of riches on the price

of commodities, I. 398. Concerning the

balance of trade, id. 416.

'Jacob the patriarch, an idea of primitive fociety,

borrov.cd I'rom the hiflory of him and his fa-

mily, I. 23.

Janizaries, 'Turki/h, and the Pretorian cohorts

of Pvome, parallel between, I. 247.
ld!e perfons, the multiplication oi, a load on

fociety, I. 6i.

Jeivs, their law relating to intereH", II. 112.

The only money-lenders in Europe, until a

commercial fyftem prevailed, id. 113.

Jmitalion, influence ol thetaftefor, I. 280.

Indies, account of the French company of, IT.

247. Its revenue, id. 257.
Indujlrie, in tlie French taxes, explained, 11.

496. n. Remarks on this tax, id. 498.
Indujlry, an inquiry into the effedls of, I. 133.

a definition of, /W. 166. Diflinguifhed from

labour, id. ib. Why difficult to introduce

in a country where flavery is effablifhed, id.

167. Whether the caufe or the effedt of

trade, id. 170. How it isftimulated, id. 193.

The difl^crtnce between the progrefs of, in

antien' and modern times, accounied for, id.

193. Brief fketch of the progrefs ..nd revo-

lutions of, id. 207. A (troi-.g argument for

a general exercife of, id 210. The means

oi extending liberty to the lowt ft denomina-

tions of a peo.le, id. 2 ,S. Flimrifhe.'- bell

under a repub.ican government, id. 242. Ex-
cluded by ihe fylkm of Lycurgus, /./. 258.

The rcvo ution It produces in the wealth of a

O o o 2 nation.



IN D E X.

nation, pointed out, id. 452. The proper

direaion of, hinted, id. 457. In what in-

ftance it deftroys fimplicity of manners, id.

459. Antient and modern, the difference of,

{hewn, I. 462. See Indujlrie.

Inhabilunts, an examination into that maxim
which sfferts the number of, to be the riches

of a country or ftate, I. 60.

Innovations, inconveniences attending, I. 632.

IntereJ}, private, the proper fpting of aftion in

the individuals of a well governed flate, I.

164.

Jrderejl of money, how permitted under the

Mofaic difpenfation, II. ii2. When it ob-

tained in Europe, id. 113. Upon what prin-

ciples the rate of, is regulated, id. 115, No
ftatute for regulating in England, before the

time of Henry VII!. id. 116. Different claf-

fes of borrowers, /W. 117. Extortions in, how
prevented, id. 118. Whether in the power

of the legiflature to command the rate of, id.

122. The lowering of, the rife of land, id,

123. Proper conduiSl of a flatefman in rela-

tion to, id. 124. Probable confequences of

reducing it beiow the level of the l^ock,-, id.

125. A low rate moft efTentiai to flates car-

rying on the moil extenfive foreign commerce,

id. 129. Whether the rate of, a fure baro-

meter of the flate of commerce, It. 135.

Whether it falls in proportion to the increafe

of wealth, id, 139. Kow afFefled by the

manners of a people, id. ib.

Ireland, the caufes which influenced Great Bri-

tain to open her ports for the importation of

provifions from, I. 231.

If.and, the progrefs of fociety llluffrated, in a

fuppofed one^ I. 128.

Kings, their rights not founded on tacit con-

trails between them and their people, 1. 240.

In the old feudal fyflems, more formiduble

abroad ih.Tn at home, id. 356. Compared

with the domeftic, influence of tbofe under

the prefent commercial fyflems, id. ib.

L.

Labour, the different obligations to, in antient

and modern times, I. 59. How the methods

oT, are to be iinproved, id. 193.

Land, the difproporiion between the rents of

arable and pafture, accounted for, i. 43.

What the general rainng of rents of land may

be fuppofed to indicate, id. 45. Confidera-

tions on the taxes on, II. 5&1. No regular

valuation of, made, fince doomfday book,

uL 564. The tax on, how levied in Eng-

land, id. 565. What the mofi proper method
of impofing a tax on, id. 577.

Landed inierejl, examination into, L 622.
Landed men, inquiry whether they might not iffue

their own notes on the fecurity of their land,

without the intervention of a bank. If. 131.
Landed property, the inconvenience of minute

fubdivifions of, I. 85. Inquiry into the ex-

pediency of the equal diflribution of, :V. 124.
Landholder end Jloikholder, how comparatively

affeiled by taxation. If. 448.
Land tax in Scciland, defeft in, II. 497.
Lata, Mr. account of the eftablifhment of his

bank, II. 235, 239.
Lews, none really invariable, in any govern-

ment, I. 7.

Levity, remarks on the influence of, in luxury,

I. 280.

Liberty, public, in what it is underftood to con-

fift, I. 237. Capab'e of fubfifting under de-

fpotic forms of government, id. ib.

Liberty, univerfal, eflablifhed in Europe, and
the confequences of, I. 70.

Linen manitfaRure, by what means it has been

augmented in Scotland and Irehnd, I.

86.

Loans upon interejl, if deemed unlawful in a re-

ligious view, expedient to avoid, I. 370,
Locke, Mr. niiflake of, correfted, in relation to-

a propofed alteration of fdver coinage, I. 554,
602.

Lotteries, the advantage of, to the government,

II. 4C0. n. When only proper to be ufed for

paying of public debts, id. 479.
Lovjndcs, Mr. examination into the prefent pro-

priety of his f^heine for regulating the coin in

1695, f. 602.

Luxury, the term defined, I. 31, 307. The
parent of public di(trefs,/i('. 212. In what
inflance to be encouraged, ib. 263. This

farther explained, id. 2/6„ How to be ef-

fetfied, id. 277. Changes in the modes of,

ever diftrefTmg to manufadfurers, id. 280.

PoKtical improvement of this circumflance,

id. ib. The interefls affected by, id. 307.
The mind, id. 308. The body, id. 309.
The fortune, id. ib. The flate, id. ib. Ics.

d'ifferent eifed^s on different antient nations,

remarked, and accounted for, id. 324. Its,

eifedts in modern times, id. 325. Prejudi-

cial to courage, id. 452. IModern, the caufs

of, hinted', id. 462.

Lycurgus, the tendency of his laws to encourage

population, fhewn, I. 70. Why there was

no induflry in his republic, id. 193. J-iis

republic the moft perfect plan of political

eecoiiomy, id. 250. His laws tranfmitteJ by

tradiiioa
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tradition onl)', id. 25 1. The fanftion he

obtained for them, id. ib. His regulation of

property, id. 252. Cloathing, id. 253.
The cruel treatment of the helots, id. 254.
His plan of education, id. 255. Remarks
on the aufterity of his inftitutions, id. 256.

His care to guard againft the Spartans having

an intercourfe with foreign nations, id. 257.
Conclufions drawn from a fuppofed adoption

of his fyftem by any modern nation, id,

259.

M.
Jl^a<:hincs,th.s introdudlion of, into manufaflures,

whether hurtful or beneficial to a ftate, J.

iig, 295.
Mankind, in what refpefl: alike in all ages, I.

6. The diftribution of their refidence in a

country, how determined, id. 46. Their

number in a free country, in the ra//* of their

food, id. 113.

Manners of a people, national peculiarities in,

-

noticed, I. 8. The fimplicity of, howr it

afFefts population, I. 36.

Manufafiurei, the principles which determine

the refidence of, 1. 49. Their f5ourifhing or

decaying in particular places, accounted for,

id. 182. The proper method of lowering

the prices of, to render them vendible at fo-

reign markets, id. 283. Why particular

ones cannot be furnifhed fo cheap at home, as

by other countries, id. 284. The import-

ance of their being properly fituated, id. 289.

ManufaSlurers, why thofe who work for ex-

portation are the pooreft, II. 10. More hurt

by their own idlenefs and extravagance than

by taxes, id. 505.
Markets, public, their great ufe in trade, 1. 180.

Marriage, political confiderations on, I. 71.

M^Jier, his right to fl] ire in the profits of his

journeymen, provtd, I. 318.

Mcxims, general ones, the danger of adopting,

I. 60.

Medali and iohi, the difference between, 11.68.

M-grns, Mr. his fenuments concerning the coin

of the bank of England, II. 158.

Melon, M. de, his remark on the proper quali-

fications of a ftatefman, I. 377.

Merchant, obfervations on the profeflion of, I.

177.

Metal, the term defined, II. 46. Why a fcale

of value realized in, can never be exact, ib. 54.

How the proportion of thofe in coin, is kept

nearly the fame in all European markets, id,.

62. Why this proporiion fo different be-

tween Europe and Afia, id, 63. How to de-

termine th„- true inuinfic value of thofe in

which a balance fo foreign nations is to Se

paid, id. 316. How to remove the inconve-

niences which occur in fuch pa}ments, id.

325-
Metropolis, the growth of, accounted for, I. 48.

A large one, whether difadvantageous to a

country, id. 52.
Militia, refledtions on, T. 136.

AJind, the effedls of luxurious gratifications on,

I. 308.
Mi :ot, a French meafure, what, II. 576, n.

Mint, French unit of weight in, II. 70.

V\' eights of Holland, England, France, arid

Germany, proportion among, id. 87.

Mijfifippi hank of France, account of the efta-

blifhment of, II. 243, 252, 26;. Inquiry

into the motives for its plan, id. 256. Not
intentionally a bubble, id. 263. How the

failure might have been prevented, id. 276.

How the credit of France v/as deflroyed ia

May 1720, id. 284.

Modejly, refiedtions on, with reference to the

Spartans, I. 258.
Monarchy and democracy, compared, I. 242.

Their different influences on trade, id. it^'i,,

Monajieries, magnificent ones, how advantage-

ous to a country, I. 468.
Money, the term defined, I. 32-. How to be

procured, id. ib. The plenty oi, produdfive

of luxury,, id. 33. The efFecls of the intro-

dudlion of, on trade, id. 176. Obfervations

on that of Sparta, id. 259. An inquiry into

the principles of the circulation of, id. 360.
Real, and fymbollcal, what, id. 364, I*-

lullrated, id, 381. Ready, cauti-on necefiary

in taxing it, id. 387. No real and adequate

proportion between, and goods, id. 394. In

countries of fimplicity, id, 395. In coun-

tries of induftry, id. 397. i^'aper, whether

advantageous to a nation, id. 408. Whe-
ther a tenfold increafe of, in Europe, would
raife the prices of commodities in the fiime

proportion, id. 413. Whecht-r any judg-

ment can be formed concerning the balance of

trade of a nation, barely from che quanrity of

fpecie that is found in it, id. 429. Th^- dif-

fipation of by individuals, not expedient to

be checked, /.A 471. Defined, jW. 526. A
fcale for meafuring the value of things, /,,/. ib.

On what principles the value of things is de-

termined, id.^i". The prices of things not

regulated by the quantity of, id. ib. Necef-

fity of dillinguifliing between, and price, id.

529. Of account, what, and ho'-v contrivedi,

id. lb. Bank, id 531. Angola, ;,/. ib. Ufe-

fulnefs of the piecious metals in making, id\

532. Standard, how to bcadjufted, id. 533^

1 Dsbaiing
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Debafiiig and raifihg a ftandard, what, id.

5 •54. Aheratioii of the ftandard, how to be

difcovered, id ib. Of alloy, id. ib Inca-

pacities of metals toconftitute invaiiable mea-
fures of value, id. ^25- The obligaiion oi

fuch meafures to be invariable, /.'/. ib. Con-
fequences of their variation, id. 536. De-
fects of a fiiver ftandacd, id. 537. Argu-
inents in favour of a fiiver ftandard, id. ib.

Aiilwers to thofe arguments, 538. Ufeful-

nefs of an univerfal meafure, /(/. 539. Why-
metals incapacitated from performing the of-

fice of, zW, 54G. Weariag in circulation, ?V.

ib. Inaccuracy in coining, id. 541. Coin-

age addino; to the value, without adding to

the w^eiglu, id. ib. The fmallefi defers of,

profited by in trade, id. ib. Five remedies

agaiaft the efFefts of the variation in the vjjue

of metals, id. 542. Remedies againfl o her

inconveniences, id. 544. Remedies agjinft

the wearing of coin, id. ib. Remedies againit

inaccuracy in coinage, id. ib. Remedies
againft the expence of coinage, id. ib. Re-
medies againft arbitrary changes in the value

of coin, id. 545. How the market price of

the metals is made to vary, id. ib. i he va-

riation to be referred to the rihng metal, not

to the finking, id. 546. Of account, how
made to vary in its value, from the variation

of the metals, and the confequences, id. 547.
What the mean proportional between the va-

lue of the metals, id. ib. The unit to be at-

tached to the mean proportion, upon a new
coinage, not after the metals have varied, id.

548. The unit better to be afHxed to one

metal than to both, id. 549. To what va-

riation the unit is expofed, from the wearing

of the coin, id. ib. To what variation the

unit is expofed, from the inaccuracy in the

fabrication of coin, id. 550. Variatio.<s to

which the unit is expofed, from the impofition

of coinage, id. 551. When coinage im-

pofed, bullion cheaper than coin, id. ib. Ex-
ception, id. ;52 Variation to which the

unit is expofed, from the arbitrary raifing and

debafing the coin by Princes, id. :b. How
this variation afFefls the interefts of debtors

and creditors, id. 553. A miftake of Mr.
Locke in relation to, correded, id. 555.
Defefts in the Britifh coinage, id. 558. Of
the ftandard of Engliih coin and money unit,

id. ib. Coinage free in England, ii, 559.
The ftandard, when attached to the gold

coin, id. 560. Confequences of that regu-

lation, id. ib. Silver, fometimes confidered

as a rroney of accomp*, id. 561. Jobbers

in, their praftices explained, id. 562. 565,
Why filver bullion is dearer than coin, id, ib.

What regulates the price of bullion, id. 564.
The intrinfic value of the currency, /,/. :b.

Paper, the ufe of, not hurtful in dcb> fiPR the
ffandard, /,/. 571. The ftardard how fhewn
to have been debafed, id. 574. Proof that
the ftandard has been debaied by law, id.

575. The ftandard at prefent reduced to the
value of the go!;, id. ib. How the diforder

in the coin may be remedied v/;thout incon-
veniences, iJ. 575. If the prefent ftandaid
be departed from, all other ariiitrary, id.

577. The prefent ftandard not the .'<ime with
thst of Queen Elizabeth, ///. 578. Anec-
do es of its alterations, id. in. Debaftng the
ffjnddrd, chiefly aftefls permanent contraifli,

id. 5H1. Why fiiver fo fcarce, id. 5S3.
("onfequences of fixing the guinea at tvvencv

ftiilli.ig- id. ib. How to fix the pound fter-

ling at the Pfa;idard of Queen Elizabeth, id.

587. The confeq ..ences of this reformation,
id. cgy. SufKrers t>y the debafeirent of the
ftandard, hjve a right to redrefs id. 590.
But not the whole clafs of creditors, id. ,b.

Whofe claim ought to be liable to coiuerfion,

id. 591. ObjeiSions againft the principles

before laid down, id. 593. Anfwers to

them, id. 5^5. Upon whom the lofs in-

curred by the wear of it, falls, id. 598. In-
Lnd deal ngs not able to fupport the ftandard

whete theie are money -jobber?, or foreigti

commerce, id. 599. Public currency fup-

ports the authority of the cuin, not the value

of the pound Iferling, id. 6or. In what
fenfe the ftandard debafed by law, and in

v hat fenfe by the operation of other political

caufes, id. 614. The payments made by
bankers regulate all other, id. 6' s. Regu-
lation

.
propofed for the coin, id. 6^4. The

firft introduiflion of coinage muft reduce the
prices of commodities. If. 3. Why tht- doc-
trine of money appears fo intricate, id. 45.
The difference between raifing the value of
coin by impofing coinage, and raifing the
denomination of it, id. 50. Whether it is

the intereft of England to debafe the ftandard

of, id. 64. The borrowing of. for carrying
on trade, more relative to the merchant than
the manufavifurer. id. i^y.

Montef'jUieu, Mt. examination of bis doctrine
concerning the influence of riches on the
prices of commodities, I. 398.

Multiplication of people, the three principles of,

I. 90. Whether the efficient caufe of agri-

culture, or agriculture of multii.dication, id.

114.

N.
Nation, every intereft: in, intitled to protection,

I. 589.

9 Nations^



INDEX.
Nations, trading, compared to a fleet of fliips,

!• 2J3-
Nav!goti;n^ remarks on the confequences of the

aft of, in England, I. 343.
Naturalisation of Jlrang.rs, inefFeftua! in the

view of lowering the prices of manufadlures,

I. 290.

NicfJJl:iies, an inquiry into the caufe of a rife

in the price? of, 1. zqi. Phyfical and poli-

tical, diftinguiilied and explained, hi. 312,

l^he confumpti'^n of, how to be afcenained,

id. 314. Anci fuperfluitics, vague terms

when different ranks of people are compared,

id. 258.
Netherlands, Aufiriin, the cities of, in a ftate

of depopula.ion, and the reafon, I. 334. n.

Nobility, the advantages of a numerous one, to

a flate, I. 63. Why thtir fpirit ought to be

preferved, id. ih. i heir behaviour in ihe

field compared with that of trsdtr^, ii. 64.

Poor, reflesions on their duualion, id. ib.

Oeconomy, general definition of, I. I. Family

and political, diliinguifhed, id. 2 Political,

when brought to perfection, id. 83,

Ounces, difFerent, a comparifon of, II. 323. n,

P.

Padua, obfervations on the foil and produce of

the country round, I. 140.

Pafcr money, how realized, II. no.
Pans, remarks on the (late of agriculture

round, I. 139.

Partifm' in France, what, and cardinal Rich-

lieu's fe.'itiments on their conduft, II. 369.
Their extortions, why not then to be reme-

died, id. 370, The prefent regulation of

them, id ib.

Pay of ihe foldiery, political plan for the regula-

tion of, I. 449.
Payments, thofe made by bankers regulate all

others, I. 615.

Petty, S r William, his computations of the

number of inhabitants and confumption of

provifions in England, I. 41.

Popu'.aiion, how limited, I. 18. II3. What
the moft effential requifite for, id. 25. Re-

. flexions on the bed: means for promoting, id^

72. Inquiry into the ftate of, in Great Bri-

tain, I. 95. Antient and modern, politically

confidered, id. 125.

Popul.us, inquiry into the meaning of this word,

when affirmed of a country, I. 102.

Populoufn.fi of antiint naiijis, inquiry into the

queition concerning, I. 38.

PcjU for the conveyance of Utters, jheir great ufe

in commerce, I, 180.

Potind Jlerling, two legal ones in England, I,

568. Current value of, id. 569. How de-

termined, id. 570. What the good mcafuie
of, id. ih. T he value of, how marked by
bullion, id. 571. How to fix it at the ftan-

dard of Queen Elizabeth, id. 587. The
confequences of this reformation, id. 588.

Pr.miums on exportation of commodities, reflexions

on, I. 297.
Prerogative, regal, often arbitrarily exercifed,

from a view to eftablifh public liberty on a
mure extenfive bottom, 1. 248.

Price, what undernood by, II. 46.
Prices, how regulated on neceflaries and on fuper-

fluiiies, i. 440. The rife of, on ar-icles of
home confumption accounted for, II. 9.
How kept down on articles of exportation.

Princes, how thofe who incline to rob their fub-

jefls may avoid robbing themfelves at the

fame time, II. 65.

Productrs and confumers, an analyfis of the

principles Vijhich influence the alterations in

the political balaace between, I. 264.

Profit and lofs, explained and diftinguiflied, I.

2C6.

Profits, how they confolidate into prime coft,

II. 8. Confolidated, the ill efFeds of, and
how to remedy, I. 289.

Property, how regulated under the Spartan go-
vernment, I. 252. Inconfumable, what, I.

360. Confumable, what, id. 361. Confe-
quences of the alienation of both kinds, id. ib.

Incorporeal, id. 369. Landed and monied,

the different v/avs of life of the pofielFors of
each compared, II. 478. «. Permment, the

expediency of its contributing to the burdens

ofthelfate, I. 387. Solid, how underltood,

II. 149.
Provifions, thofe produced in moft countries,

nearly corifumed by the refpeclive inhabitants,

1. 109. The confequences of an augmenta-
tion in the value of, I. 226.

Public money, heinous nature of all attempts to

defeat the application of, I. 297.
Public fpirit, an improper principle of aflion in

the governed, I. 1(54.

Public ivorlts, not tiie produce oi the wealth of

a nation, I. 464.

^tfi'irlUe, the idea of circulation of wealth in a
fiate, illullrated by the game of, I. 37c-.

R.
Rank, the obligation individuals are under to

uphold that which they have once attained,

1. 3'3.
Kcmuage,
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F^tivage, in the French dutie?, explained, II.

50', "•

.Revmui of England, at the revolution, its

amount, II. 364. State of, at the acceffion

of Queen Anne, II. 381.

RicJjes, an inquiry into the cffeifls of, before the

introdudioti of trade and induftry, I. 437.

Rich:ieu, cardinal, his fentiments on the public

credit of Fr<:nce, II. 367. His fentiments

of liie extortions committed by the farmers of

the F/ench taxes, id. 369. Why not ca-

pable of being remedied at that time, id, 37c.

His fcheme for payment of the public debts,

id. 3; 2.

•Roads, the advantages of good ones to a coun-

try, pointed out, I. 57. The making and

improving of, fiiewn to have a tendency to

deftroy fimplicity of manners, I. 459.

Ramans, ancient, reflexions on" the agriculture

of, I. 88. The confequences of their fub-

duing the Grecian ftates, id. 439.

Rome, antient, remarks on the difproportion

between the prices of liece (Taries and elegances

in, I. 403. Accounted for, id. 439. Con-

fular and imperial, its ornaments compared,

.V/.457.

g_

Scotland, remarks on the flate of agriculture m,

I. 103. Similar inftances in other parts of

Europe, id. 105. Accounted for, id. 106.

Remark on the variation of the price of oat-

meal in, id. 4-03. The nature of banking

there, IL 155. 179. 184.

S-.wi'iy, real, what, II. 144.

Stlf-inteiejl, its extenfive influence and ufe, in a

political view, I. 1&2.

St-rfnality, the term diftinguiflied from thofe of

luxury and excefs, I. 311.

Si/ver, in coin, the fcarcity of, to what owing,

I- 547- 55^- 5^3- Why exported piefer-

ably to gold, id 567. Why any remains in

England, id. 569. Rifing in value, id. ib.

The riun2 of, the debafement of the flan-

dard, .id. 6 1 6. Qvjeflion relating to the fcar-

city of, in Eni;landj II. 6t.

Simjlicity rf mauners, ftiewn to be relative, I.

456.
S'av ry, the origin of, traced, I. 22. Its ef-

icSii on the mu'tiplicacion and employment

ofm.ankin', id. 36. Whether induftry can

b.- introdi*;cdin a ftate where the former is

eilabliflied, ;<5?. 168. Its operation .in Ame-

rica, id. 169. Real, preferable to a nomi-

nal liberty, id. 244.

Socie'y, primirii?e, an idea of, illuftrated in the

hiiiory of Jacob the patriarch, I. 23. Re-

flexions oi\ the prefent fiate of, compared

with remote times of primitive fimplicity, id.

69. The beft bond of, id. 84. The belt

principle on which it is to be governed, id,

J 63.

Societies, human, in what refpefls they all agree,

I. 6.

Scil, a rich one, its difadvantageous efFe£ls on

the inhabitants of it, Uaced, I. 34. Why
iefs fruitful countries flourifh moft, id. 35.

South-Sea-fcheme, comparifon of, with that of

the MifEfippi, II. 387. n.

Spoilt, remarks on the ftate of hufbandry there,

I. 89. On the depopulation of, id. 107.

Spartans, how prevented from having an inter-

courfe with foreign nations, I. 257. Their

modefty, id. 258. The only articles of

trade among, id. ib. Obfervations on their

money, id. 259. Conclufions drawn from a

fuppofed adoption of their fyftem by any mo-
dern nation, id. ib. See Lycurgus.

Spirit of a people, whereon formed, I. 8.

Standard of Englifh coinage, remarks on, I. 558.
When attached to the gold coin, id. 560.

How fhewn to have been debafed, id. 574.
Not the fame now with that of Qi^een Eli-

zabeth, id. 578. Anecdotes of its altera-

tions, id. ib. The debaflng of, fhewn

chiefly to afFedl permanent contracts, id, 581.

In what fenfe debafed by law, and in what

fenfe, by the operation of political caufes, id.

614. Of Elizabeth, its advantage over that

of Mary I. id. 621. Alteration of, how it

afFecis different interefts, id. 632. A more

eafy method of making achange in, propofed,

id. 633. Whether it is the intereft of princes

to debafe, II. 64. The proper arguments

againft it, id. 67.

Stand'.ng armies, the nature and ufe of, ex-

plained, I. 442. The confequence of trade

and induftry, id. 445. The hiftory of, id.

446.
State, how to preferve a trading one from de-

cay, I, 224. Every change in, advantageous

to fome clafs or other, id- 428.

Statefman, the term defined, I. 149. 151. Mo-
dern, his extraordinary influence and advan-

tages, beyond thofe of former ages, id. 321.

liie criterion of his abiHties, id. 377. his

adions not to be eftimated by the rules of

private morality, id. 482.

Stews, public, how far expedient, I. 386.

Subordination, how produced in fociety, I. 21.

political, explained and diftinguifhed, id.

238. The boundaries of, deduced, id. 242.

Wherein that which now fubfifts in trading

nations diiiers from that which obtained under

the old feudal fyftems, id. 248.
Super-
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Superfiuhies, domeflic competition in the ma-
nufadure of them, to be djfcouraged, id.

271.

Taille, in the French taxes, explained, II.

496. n.

Tariffee, in the French taxes, explained, IF.

498. n.

Taxes, general reflexions on, I. 13. From
what principle the impofition of them is juf-

tifiable ; and the proper application of them,

id. ibq. The proper ufe of, in regulating

the feveral articles of trade, to fuit temporary

circiimftances, id. 321. Why the right of

impofing, fcarcely any where attached to

royalty, id. 335. The plan of, under pure

monarchies, and under limited monarchies

compared, id. 353. The neceffity of, un-

der a decay of foreign trade, id. 354. Their

internal effedls on the people, id. 371. Their

operation on iiiduftry, 385. The expe-

diency of diftinguilhing raifers and confumers

in, id. 388. To be regulated by the pro-

portion between foreign and domeftic circu-

lation, id. 390. Only a liquidation of the

antient perfonal fervices, id. 412. Hiftory

of, id, 443. The perpetuity of, argued, id.

445. The confequences of a total ceffation

of. II. 461. The word defined, and the va-

rious kinds of, fpecified, id, 484. The va-

rious objects of, or funds for taxation, id,

486. Proportional, affeiil only the idle, id.

488. In what manner they raife the price of

commodities, id. 493. Where they ulti-

mately fall, id. 494. Cumulative, what,

in England and in France, id. 496. The
height of, in England, not fo prejudicial to

its foreign trade, as the idlenefs and luxury of

manufac'Surers, id. 504. Proportional, their

effedls, id, 507. Good method of raifing,

id. 514. Cumulative, the nature of, ex-

plained, id, 518. Compared with propor-

tional, id. 520. How a cumulative tax is

convertible into a proportional one, id. ib.

Confequences of, when the amount is pro-

perly applied, id. 523. Of the extent of

taxation, id. 527. The hardfhip of, in thofe

inftances where no alienation takes place, id.

530. The difficulty of eflabliftiing, upon

barter, id. ib. Draw an additional fum of

money into ci'culation, id. 531. The extent

of cumulative taxes, id. 538. Method of

afcertaining the value of bnded property, id.

539. ImpofTibility of eftablifhing, upon the

income fpringing from money, id. ib. In-

tereft of a whole people confidered with re-

fytdi io, id. 542. Confequences of abolifla-

VOL. 11,

ing taxes relative to the cumulative intereftof

a whole Hate, id. 543. Confequences <f
fuel) abolition, to thofe who are fed by the
produce of taxes, id. 546. Judicioufly im-
pofed, and equitably levied, enrich a nation,

554. Vvhethor they promote induftry, id.'

556. L'poii land, confidcrations on, id.

561. On land, how levied in England, id.

565. What the rboft proper method of im-
pofing, on Lnd, Ul 577. What the b-Al

method of levying, generally, id. 579, On
land, whether poffible to be converted into

one of the proportional kind, id 592.
Taxr.tion, why fo little found under feudal go-

vernments, I. 50.

Temple, Sir William, his fymbolical reprefen-

. ration of a flounfhing ftate, I. 71.

Theft, why encouraged by Lycurgus among the

Spartans, I. 257.
Thiory, reflexions on the benefit of, in the arts,

I. 67, Its uf;, in political refea:ches, id.

542. Not exadlly confirmed by experience,

and why, 11. 8- And praflice, remarks on
the difference between, in political fubjects,

I. 298.
Tithes, under what fpecies of taxation to be

ranked, II, 497. The mcft oppreffive kind

of tax upon landed property, id. 568.
Trade, its beneficial tendency traced, I. ji8i

A definition of, id. ibb. Whether the

caufeor the efl^e£t of induflry, id. 170. The
progrefs of, traced, id. 175. A republican

form of government, and thofe which ap-

proach nearefl to it, rnoil favourable to, id.

242. Its influence tn creating national con-

nexions, id. 266. its n.'tural divifion, id.

301. Infant, by what means to be encou-

raged, /(/. 302. Foreign, the ruling prin-

ciples of, id. 304. Inla.iH, as fuppofed to

take place on the extiniSlion of foreign trade,

id. 305. Inquiry into the expediency of

laying it open, id. 424. Natural confe-

quences of it, id. 425. The intcreli: of,

examined, id. 628.

Trade, inland, how it may be made a refource

on the decay of foreign, f. 3 g.

Trade, foreign, paflive. and active didiniuiflied,

I. 184. The pro;irefs of, trace), id. 185.

Illuftfated, ?<•/. 191. All cxuminaiioii of ths

prirciples on which it may be eflablifhed and

preferved as long as poffible, id. 267. On
what it is founded, id. 2-3. Inquiry into

the caufcs of the decay of id. 278. l"h^:

proper remedies propoied, id. 279, 319. Its

extenfive ufes, /'(/. yb. The proper rem..-dies

in cafes of fuccefsful riv-ilflnp in particular

articles of it, id. 328. How to put a flop to

it in manuiadlures, when the balance of it

P p p p
turns
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turns sgainft a nation, id. 336. Cautions

againft hafty meafures in fuch inftances, id.

338, The natural confequences which will

refult upon the ceflation of it, id. 350.

Trading nation, the true policy of, I. 262.

Traittes, in the French taxes, explained, II.

501. n.

Troops, foreign, how they become necefTary to

a ftate, I. 449. Plan to fuperfede the ne-

ceffity of, id. 450.

Value, the exafl fcale of, what, II. 5;.

Vauhan, Marechal, obfervations on his. fcheme

of raifing the land-tax in France, II. 562,

567-
Vice, the proper method of checking, among a

people, 1. 386.

Vineyards, reflexions on the political tendency of,

I. 88.

Vifa, the nature of that commiffion explained,

II. 376.

Vjienfd, in the French taxes, what, 11. 469. k.

W.
Wants, reciprocal, the political ufe of, among

a people, 1. 28.

JFar, all hiflory full of, I. 448. The difFerent

methods of raifmg the fupplies for, by the

different powers of Europe, II, 37 1 , ».

Wealth of a nation, the ill confequences of its:

remaining in few hands, I. 26; Of antient

nations, how differently acquired, id. 324.
Natural confequences of its being withdrawn
from foreign trade-, to domef'ic circulation,

id. 351. Whether to be eftimated by the

quantity of coin in it, 11. 42. The lalt fa-

crifice a ftatefman ought to make in cafes of-

emergency, L 339. Obfervations on that

of a trading natioH, id, 355. Two kinds of'

circulation of, in a llate, id. 3-3,

Weights in different places, the uncgrtainty of,

fliewn, II. 323, n.

Wood, whether <-n increafe in the ccnfumption

of, for firing, a pubHc difaduantagp, I. 145.
Wool, inquiry into the principles v.b^cn operate-

in regulating the trade in, I.. 274,
Woollen msmi[a£lure, by what means it iias been

augmented in England, I. 86;

Words, fynonimous, obfervation refpeSing, I.

310.
Work, an examination into the alterations of-

the balance between, and demand, I. 217.
The proper means of lowering the price of,

.

when increafed by the augmentation of the

value of fubfiftence, zV.. 227.

Xenophon, his plan for the proper employmsn6-

of the Athenian people, I. 460V

F r N I §.



The reader Is defired to correfl: the following errors, efpecially fuch as are diftlnguiflied;

by an afterifk *, which pervert the fenfe entirely.

ERRATA.
Page.

2.

7-

9-

71.

V-
82.

85.

87.

93-

332,

143-

149.

152.

256.

157-

260.

Line.

8. of, r. as

2, 7. manufaftures, r. manufadurers

32. their grains, r. their gains

55.162, r. 51.162
8oi.6r, r. 801.68

15

* 24.572, r. 25.572
* price, r. piece

* 1201.26, r. 120126
16. this, r. the

18. * feems, r. comes

32. * confiderab'.e, r. inconfiderable

27. cafe, r. eafe

9. property, r. prcfperity

24, that, r. their

4. advance-proStSj r. advance; profits

laft. d,-k, back.

17. dele, the

at the end, add, * feverely feiti

Page.

168.

182.

197.

249.

254-
261.

326.

333-

344-

369.

394-
406.

Line.

penult. * of, r. to

26. * brought, r. bought

15. * no, r. the fame

3. laft, r. Eaft

13. * 5000, r. 500
15. he, r. the

9. * exportation,^ r. importation

23. * bills to, r. bills on

16. exchange-property, r. exchange

21. * mixed, r. raifed

12. * determinate, r. indeterminate

14. after King's library, add, and ar-

chives of Prance.

24. * 1762, r. 1744.
laft. 4444444, r. 14444444

N. B. In page 182. line 10. for quarterly,

read half-yearly, and then the note at the

bottom of the page may be Jlruck out.
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